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The Case for Speculation. 


Following the excellent article on the question, “ Should 
Speculation be Regulated by Law?” by Prof. Henry C. Emery, 
in the April issue of THE JouRNAL oF ACCOUNTANCY, the 
editors present herewith three brief articles by Wall Street rien 
on the negative side of this great question. It is safe to say that 
no stronger arguments against the policy advocated by certain 
members of Congress, and perhaps supported by the President, 
have yet been put forward. The four articles should be read by 
every man who thinks about political and economic questions. 

It is to be regretted that the gentlemen who were invited to 
contribute arguments in favor of further regulation did not 
respond. Their silence is entirely voluntary, and not due to any 
desire on the part of the editors to present a one-sided treatment 
of the question. The omission is in part supplied, however, by 
the editorial on “ The Case Against Speculation,” which will be 
found on another page. 





The Speculator is the Pioneer of Enterprise. 


By Sereno S. Pratt, 
Editor Wall Street Journal. 


Both investment and speculation are operations in which pres- 
ent risk is taken for the sake of future gain. The difference 
between the two is mainly a difference in the degree of the risk. 
If the risk is small, the gain to be attained is also small. If the 
risk is large so is the possibility of gain. An investment may be 
considered as a purchase for gain through income, the amount of 
the income largely depending upon the security or risk involved. 
A speculation may be considered as a purchase or sale in antici- 
pation of profit through changes in market values. The further 
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one gets from absolute security and pure interest, the more specu- 
lative the transaction becomes, until finally a point is reached 
where speculation, which, from a proper point of view, is an 
intelligent taking of risk, merges into gambling which is in the 
nature of mere blind betting on chances. 

In Wall Street an investment is usually regarded as a pur- 
chase of securities with payment in full on delivery, the securities 
then being deposited in a place of safe-keeping for the sake of the 
income. But most investors in America buy not merely for 
income, but for gain through enhancement of price, and thus has 
developed a class of so-called “ speculative investments.” Many 
of these so-called investments are of so hazardous a character as to 
be more of a gamble than the most speculative of dealings in which 
there may be no actual exchange of property and only differences 
in price considered. In Wall Street a speculation is usually 
regarded as a credit or margin transaction. Yet a purchase upon 
margin based on intelligent consideration of earning power may 
involve comparatively little risk, much less so, in fact, than is 
involved in many so-called “legitimate” merchandise or real 
estate transactions. On the other hand, the margin transaction, so 
far as the principle is concerned, may be made a mere staking of 
money on the fluctuation in price. But there is a difference 
between a stock exchange margin and a bucket shop margin. In 
the former case there is always an actual transaction in the 
. exchange. In the latter case there is no transaction, no exchange 
of property; a mere bet is registered and the “broker” is 
practically nothing more than a bookmaker. 

So many investments are speculative and so many speculations 
have an investment quality, that for practical working purposes 
no line can be drawn between investment and speculation. They 
must stand or fall together. The use of credit, of course, might be 
prohibited in the purchase and sale of securities, but how this 
could be justified unless credit was also prohibited in all transac- 
tions of business is inconceivable to my mind. A sure way to 
get rid of the abuses of credit would be to abolish credit, but 
that would be like killing a man in order to cure his toothache. 

In principle there is no essential difference between buying on 
margin and buying outright on borrowed money; but in practice 
there is a difference. Both are credit transactions. In the margin 
transaction the purchaser of stocks borrows the difference 
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between his margin and the market value of the stock from his 
broker. In the other case, the purchaser borrows the money from 
a bank or other money lender. There is no essential difference 
in principle between the use of credit by the speculator and the 
use of credit by the merchant. Yet, when I made such a state- 
ment as this recently to Mr. Bryan, he said in reply that I was 
“ insulting his intelligence.” 

In practice, there might be a considerable difference in buy- 
ing on margin and buying outright on borrowed money. In buy- 
ing outright on borrowed money one would first have to have 
sufficient capital to obtain the collateral necessary to secure the 
loan needed to make the purchase. He would be in the same 
position as the broker who before he can borrow money upon 
securities must have the securities in his possession in order to 
deposit them as collateral for the loan. In buying upon margin, 
however, one does not need to have any more than the necessary 
margin. He deposits that with the broker, who then supplies all 
the remaining necessary capital and makes the purchase. Of 
course if one could borrow all the money necessary to make an 
outright cash purchase of securities without first having to deposit 
the securities as the collateral, there would be no vital difference 
between that and the margin transaction. 

The questions as to whether speculation in securities is simply 
one form of gambling and as to whether there is such a thing as 
legitimate speculation may be considered together. Speculation 
in securities is not one form of gambling. Gambling may, indeed, 
and often is, carried on by the use of the machinery of specula- 
tion, but speculation is legitimate. It is the abuse of speculation 
that is illegitimate and harmful. Gambling is essentially destruc- 
tive, not constructive. Speculation calls for thought, for investi- 
gation, for labor, and as a part of the modern organization of 
exchange, it is essentially constructive. The speculator is the 
scout, the pioneer of enterprise, and he has made possible the rapid 
development of civilization on the American continent. Specula- 
tion performs a beneficent economic work. As Henry George 
said in his “ Progress and Poverty,” “ The effect of speculation is 
simply to equalize supply and demand and to steady the interplay 
of production and commerce by an action analogous to that of a 
fly-wheel in a machine.” Speculation facilitates production in 
one case and prevents over-production in another. It mobilizes 
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capital rapidly for one great enterprise after another and sus- 
tains a continuous market for securities. 

To prevent people from taking speculative risks as is pro- 
posed in the Hepburn bill would destroy the exchanges which 
undertake to provide an organized and regulated market for 
securities, it would strike at thrift and investment as well as at 
speculation, it would transfer from Wall Street to Montreal or to 
London the great speculative market of Wall Street, it would 
prejudice every branch of American business, it would shatter 
the system of collateral loans, it would weaken, if not destroy, 
New York as an international money market, and it would retard 
the growth of the United States by at least a generation. 

As to bucket shops, I would say that they are simply places 
where bets on prices are made and should be suppressed like pool 
rooms. Their suppression, however, would not wholly remove 
the evils of stock gambling, for stock gambling, as has been 
indicated, can be carried on with the tools of the organized stock 
market. But while this is true, it would be unfair to confound 
stock exchange trading with bucket shop gambling. No injury 
would be inflicted to legitimate business by the suppression of 
the bucket shop, but in dealing with the evil of gambling in the 
organized stock market care must be taken lest in striking at 
this evil we do not destroy the market itself, for, to quote the 
language of the Supreme Court of the United States: “The 
natural evolutions of a complex society are to be touched with 
only a cautious hand, and such attempts at a remedy for the 
waste incident to every social function as a simple prohibition and 
laws to stop its being, are harmful and vain.” 

Speculation sometimes produces wide fluctuations in prices, 
and these fluctuations, though often necessary in order that the 
market may readjust values to changed conditions, are disturbing 
and harmful. When these fluctuations are the result of manipu- 
lation, either for the marketing of securities at inflated prices or 
for the depreciation of other people’s property by the circulation 
of false and malicious reports, this manipulation amounts to a 
criminal conspiracy; it is nothing more nor less than wholesale 
thievery. The general effect of speculation, however, is to bring 
about a true balance of prices. No other method of ascertaining 
values could be devised than that of an open and free market, and 
the New York stock market is, on the whole, the freest in the 
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country and it usually registers with marvelous sensitiveness the 
varying conditions of business, 

It is impracticable in my judgment to stop speculation with- 
out doing harm to ordinary business. 

The New York Stock Exchange has provided in many 
respects an admirable organization for the stock market, and it 
may be said in general that most of the evils of Wall Street, of 
which the country has made complaint, were evils which origi- 
nated outside rather than inside the Stock Exchange. Few 
people realize the service which the Stock Exchange has given 
even in its simple mechanism for the engraving and registration 
of securities, thus preventing forgery and duplication. Few 
people realize also how large is the service which has been given 
by the Exchange in the listing of its $20,000,000,000 of securities. 
The system of trading upon the Stock Exchange is simple, effect- 
ive and legitimate. The rules of the Exchange require a high 
standard of financial responsibility and personal honor among 
the members. 

The constitution of the New York Stock Exchange declares 
that “Its object shall be to furnish exchange rooms and other 
facilities for the convenient transaction of their business by its 
members as brokers; to maintain high standards of commercial 
honor and integrity among its members; and to promote and 
inculcate just and equitable principles of trade and business.” 

Its main business therefore is to provide a place where a 
stock market may be housed and carried on, and this function it 
performs admirably. The members of the Exchange may 
between the hours of 10 and 3 meet on the floor of the Exchange 
and buy or sell such securities as have been admitted to the 
privileges of being dealt in on the Exchange. The method of 
trading is simplicity itself, consisting merely of competitive 
offers and competitive bids for the securities. The law of supply 
and demand is given free play and the securities are sold to those 
who offer the most for them. A broker purchasing a stock or a 
bond must be prepared to accept the same on delivery within 
twenty-four hours and pay for the same by certified check upon 
some banking institution of good standing. Nothing could be 
more legitimate and sound than this method of conducting busi- 
ness. A member guilty of fraud is expelled. A member unable 
to fulfill his contracts is suspended. 
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How much further than this the Stock Exchange may prop- 
erly go in regulation of the stock market has long been a matter 
of controversy. John R. Dos Passos, the acknowledged authority 
on the law of Wall Street, holds that it is entirely reasonable 
“to confine and limit the jurisdiction of the Stock Exchange to 
those matters which arise between its members in the course of 
their business with each other as brokers; otherwise its judicial 
powers might be extended to embrace every affair of human 
life, which was never intended and which the law would not 
permit.” 

The severest criticism of the Stock Exchange has been in 
relation to its listing of securities to be traded in on the floor. 
The Exchange admits to its privileges two classes of securities 
which are called “listed ” and “ unlisted.” The requirements for 
the listed stocks are numerous, and, so far as they go, strict, and 
these requirements, as has already been indicated, afford a valu- 
able protection to the investors of the country. Besides these 
requirements, the Exchange recommends to the various corpora- 
tions whose securities are admitted to its list that “they shall 
print, publish and distribute to stockholders at least fifteen days 
prior to annual meetings a full report of their operations during 
the preceding fiscal year, together with complete and detailed 
statements of all their income and expenditures, and a balance 
sheet showing their financial condition at the close of the given 
period.” 

While the unlisted stocks are traded in on the Exchange 
under practically the same conditions as the listed securities, the 
requirements for admission to the unlisted department are much 
less strict than those of the so-called listed stocks. The unlisted 
department was created in order to provide a place for trading 
in securities of companies which were unwilling to provide the 
information demanded by the Exchange in its listed department 
and which were unwilling to make public to its stockholders and 
the investing market regular reports of their earnings and 
financial condition. 

Now it is manifestly impossible for the Stock Exchange by 
any rules to guarantee to investors the soundness of the securi- 
ties which are dealt in on its floor. The Exchange cannot under- 
take to safeguard investors against the mistakes of their own 
judgments. And it is decidedly the opinion of a large number 
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of the members of the Exchange that it ought not to go much 
further in its rules regarding the admission of securities to the 
right of trading upon its floor than those which it has already 
established. Moreover, it is argued that if it did not provide a 
place on its own floor for the unlisted stocks, these stocks would 
be traded in outside, and its own members would be deprived of a 
profitable business while the investor would be deprived even 
of the measure of protection which he now secures. 

Giving full weight to all these considerations, I nevertheless 
am strongly of the opinion that the Stock Exchange should and 
must improve its regulation of the stock market in order to 
remove such causes of just complaint against Wall Street as are 
within the power of the Exchange to correct. Instead of recom- 
mending to the corporations the issue of full reports of their 
operations, it should compel them to issue these reports. It 
should abolish absolutely the distinction between listed and 
unlisted stocks, and require the unlisted stocks to be listed or 
else throw them out of the Exchange. It should require from 
every corporation whose securities are dealt in on the floor full, 
regular and frequent reports of their earnings and expenditures. 
In a word, it should by its regulations require the fullest possible 
corporation publicity, for it is only by publicity that most of the 
evils of stock jobbery can be prevented. 

The Stock Exchange should take measures to increase the 
amount of margins demanded by brokers on speculative accounts. 
The minimum rate is now generally 10 per cent., although many 
brokers demand 20 and even 25 per cent. The Stock Exchange 
would eliminate much of the small irresponsible gambling in 
stocks if it would take measures to compel its members to demand 
not less than 25 to 30 per cent. margins. Wall Street has been 
doing too much business on too little capital. This increase in the 
rate of margins would materially strengthen and dignify the 
operations of the street. 

Let the federal and state governments beware how they inter- 
fere with the operations of a market. The best legislation is 
that legislation which will promote publicity. No tax on sales 
should be levied, for that is of the nature of a tax on a process of 
trade. Far better than a tax on sales would be a reasonable sys- 
tem for the licensing of brokers. That would not injure the 
reputable members of exchanges, but might operate to weed out 


7 














The Journal of Accountancy. 


illegitimate brokerage. I have not, however, thought out this 
proposition fully and only offer it tentatively as something 
infinitely better than a tax upon sales. 





Suppress the Bucket Shops. 


By THomas F. Wooptock, 
Of the Firm of S. N. Warren & Co. 


The essence of investment is purchase of something for the 
sake of the income that it yields; the essence of speculation is 
purchase of something with the expectation of resale at a profit 
within a reasonably short time. The investor thus mainly seeks 
income from his capital, the speculator mainly seeks increase of 
his capital. Of course many investors when placing their capital 
do so with an eye to increase as well as to income. 

There is no essential difference between buying on margin 
and buying outright on borrowed money. The two things are 
essentially one and the same, the practical difference being merely 
the fact that brokers usually borrow the money necessary to pay 
for securities bought by their customers on margin instead of 
the customers borrowing it directly for themselves. 

Further, it is wrong to speak of speculation as simply one 
form of gambling. Gambling is in its essence a contract deter- 
mined by chance (contractus aleatorius), typical forms being dice, 
‘matching pennies, etc. Speculation is the science of appraising 
values of securities, foreseeing coming changes therein, and 
employing capital for profit in the purchase or sale of securities 
in accordance with such appraisal and forecasts. There are gen- 
eral laws governing the movements of prices and general prin- 
ciples upon which price movements may be forecasted and these 
laws and principles remove speculation per se from the class of 
purely gambling operations. That there is a good deal of specu- 
lation that is carried on blindly and is in effect mere gambling is 
undoubtedly true, but that is accidental and does not destroy the 
substantially scientific nature of stock speculation in itself. 

The process described in the preceding paragraph performs 
an important economic function in continually adjusting prices 
to changes in value as they occur or can be foreseen and its 
fudamental principle is that prices tend constantly to follow 
values. This speculation is legitimate and economically useful. 
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The suppression of bucket shops would go far toward doing 
away with the principal evils of stock speculation. The bucket 
shop makes gambling easy for people who should not gamble at 
all, and besides it performs no useful economic function, as it 
has no part in the making of prices and should be suppressed 
by law. 

The effect of speculation on prices is to make fluctuations 
more frequent and less violent and thereby to keep a more ready 
market at all times than would otherwise exist. It may have the 
effect of driving prices higher at times than they might other- 
wise have gone—or vice versa—but it acts as a species of fly- 
wheel all the time tending to equalize the motion and take up the 
change of power and speed. 

I believe that it is not practicable to stop speculation without 
doing harm to ordinary business. To stop speculation in securi- 
ties altogether would produce very grave disturbances in our 
financial and business system, in that it would— 

First.—Practically destroy the present wide and ready market 
for securities. 

Second.—By destroying the market for securities it would 
practically abolish the system of collateral loans which is the key- 
stone of our banking system, and would cause enormous dis- 
turbances in banking relations throughout the country—and 

Third.—It would utterly blight the system of enterprise in 
corporate form through which capital is constantly pioneering 
and to which the great industrial developments of the country 
(e. g., the railroad), are mainly due, and would cause a tremen- 
dous economic setback, the effects of which would persist as long 
as speculation was prohibited. 

You ask: “ How can the evils of speculation be lessened by 
changes in the rules of the New York Stock Exchange?” The 
rules of the Exchange have been mainly drawn with the object 
of establishing and maintaining a true and a ready market for 
securities, preventing so far as it can be prevented the making of 
false quotations, etc. Its system of daily settlements is much 
less calculated to facilitate rash speculation than the foreign sys- 
tem of periodical settlements and to that extent the rules already 
tend to curb it in some measure. I do not, however, see that it is 
the function of the Stock Exchange to do more than provide a 
market-place for securities of legitimate character and by its rules 
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to ensure that fraudulent transactions and quotations shall not be 
made therein. The present rules seem well devised for that pur- 
pose. It must be remembered that the Exchange cannot guarantee 
the value of securities dealt in on its floor. I doubt that it is 
possible for the Stock Exchange by its rules to do much more than 
it has done and does to protect the integrity of the market. The 
only state or federal legislation on the subject that seems to me 
serviceable is legislation to abolish “bucket shops.” 





The Real Value of Speculation. 


By Howarp ScHENCK Mott, 
Manager, Investment Department, Malcolm & Coombs. 


There are two methods of justifying speculation. One is a 
matter of law, and can be changed; the other is a matter of fact, 
and cannot be changed. The recent feverish activity of our legis- 
lators at Washington and at Albany to introduce bills aimed at 
the exchanges bears witness to the statement that law can be 
changed—provided legislators know just what they want and 
then get together. I know of a legislator who was told that 
short sales of stocks were bad—that the brokers through short 
sales, in some mysterious fashion, invariably robbed their clients 
and that short selling had brought about the recent panic. He 
was a “new beginner” in legislative halls, yet an opportunity 
seemed to present itself to attain undying glory. He discovered 
a statute fifty years old repealing previous statutes against short 
sales. Without troubling to inquire further into the facts, he pre- 
pared a bill once more to do away with short sales. He was a 
lawyer, but he did not know that the court had decided, that, unless 
so specified, the delivery of a particular certificate of stock can 
no more be required than the delivery of a particular bushel of 
wheat or bale of cotton or ton of coal. ; 

The economic value of speculation as a part of the machinery 
of distribution in highly organized society is popularly misunder- 
stood or wholly unrecognized. Speculation needs justification far 
less than it needs explanation. “ Speculation by competent men 
is the self-adjustment of society to the probable,” says Justice 
Holmes of the United States Supreme Court. As a matter of 
logic it follows that such a self-adjustment minimizes fluctuations 
in prices. Stock, produce, cotton and other exchanges are 
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merely an evolution, a growth or development from the working 
of natural laws in economic society. The chief reason for their 
existence and their growth is their efficiency in bringing the pro- 
ducer and the consumer closer and closer together. It is obvious 
that a great central market where every man’s idea of value may 
be expressed must result in narrower fluctuations than many 
widely separated local markets or no real markets at all. Were 
it not obvious, a study of the effects of the German Exchange Act 
of 1896 would make it so. Statistics of the Chicago Board of 
Trade, covering a period of several decades, show that as specu- 
lation grew in extent and its machinery became efficient, the 
average fluctuation in prices became less and the difference 
between high and low prices during any year had a tendency to 
decrease. 

The function of the speculator is a simple one. He is an 
equalizer of prices. He stands ready at all times to buy at a 
price, and actually to pay for, the commodity in which he deals, 
stocks, grain, cotton, coffee, copper, pig-iron, etc. Thus, in 
periods when demand from consumers slackens, the speculator 
does much to maintain prices. He also stands ready, in periods 
when demand from consumers is urgent and supply limited, to 
sell, and, in the case of stocks, actually to deliver by borrowing, 
the commodity in which he deals, or, in the case of grain and 
other commodities, to give to the purchaser the right to enforce 
delivery. 

Ignorance, mystery and secrecy put one party to a bargain 
at a disadvantage. Fraud thrives on them. By all means let us 
have detailed bank statements, far greater publicity about the 
affairs of corporations, greater accuracy in Government crop 
reports, and, generally, the fullest information possible, to the end 
that the exchanges shall become increasingly efficient and useful to 
the community. A large part of the business of the country must 
be based upon the prices quoted on the exchanges. The greater 
the public information upon which quoted prices are made, the 
more likely is the average man to achieve a degree of com- 
petency in the element of speculation that necessarily resides in 
the conduct of every business enterprise. In the direction of the 
greatest possible amount of public information lies the true solu- 
tion of the problem of minimizing the incidental evils of 
speculation. 
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Shoe Factory Cost Accounts.* 


By JoHN WHITMORE. 


I do not know whether any of you will remember that when I 
talked here some evenings two years ago concerning machine 
shop cost accounts I said that I chose the cost accounts of 
machine shops as a convenient beginning to the general subject 
of manufacturing cost accounts. It is of course plain that the 
machinery industry occupies an initial position in modern manu- 
facturing and there is a certain natural order in taking first the 
accounts of the industry in which the machinery is produced and 
then the accounts of the industries in which it is operated to give 
other products. There is, however, a second reason, having I 
believe a natural relationship to the first, in the fact that machine 
shop operations are characterized by largeness and directness, 
rather than by the complexity and minuteness which in varying 
degrees are found in many other industries. I do not mean that 
the machinery industry is itself simple. The largeness and direct- 
ness I speak of come rather from a certain simplicity in the 
materials, and a rather considerable average duration of the 
processes. 

The development of cost accounting must begin from simple 
methods and simple ideas and definitions. In the machinery 
manufacturing industry as a rule materials can be charged in 
their original form direct from the storehouse to the cost account 
for the finished product for which a manufacturing order is 
issued. And the machine processes, and the work of a single 
workman, are generally speaking of sufficient duration so that 
it is quite easy to record the time of beginning and the time of 
finishing in every case. A very large percentage of the work 
may be paid by the piece. These are conditions which make 
possible simple and direct methods in the cost accounts. 

Then it is natural to begin with the idea of merely determining 
the cost of the respective products, that is, to state the cost of the 
products as they are in succession turned out. This is indeed 
very generally believed to be the sole purpose of cost accounts. 

Later in the practice of cost accounting there have to be con- 
sidered methods of dealing with less simple materials, handled 
and treated in the first place in quantities not yet divided up 
according to manufacturing orders for the product; and with 
numerous and small operations. And there have to be considered 


* A lecture delivered before the New York University School of Commerce, Accounts 
and Finance, February roth, 1908. 
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a'ternative definitions of cost, and uses of cost accounts going 
far beyond the mere stating of cost prices for the products. 

It is for the purpose of illustrating such developments and of 
tracing their relation to the simpler forms of cost accounts that I 
have chosen the cost accounts of the shoe-manufacturing industry 
as the subject for my present talk to you. 

I believe that the existing need in relation to the matter of cost 
accounting is that it be rendered more systematic. Hitherto it has 
not been this, whatever merits it may have had. There are 
principles which may not be violated, general methods which 
should be accepted as authoritative, lines of development which 
should be defined; but the student of cost accounting who seeks 
an explicit statement concerning these things will, I believe, at 
present not find it. Heretofore we have started out we will say 
to state the cost of the various products of a factory, and we 
have used such means as some experience or some faculty of 
invention have suggested, and without doubt valuable results 
have by these means been accomplished in individual work. But 
cost accounting is not systematized by these means, and the 
materials for the use of the student of cost accounting remain 
comparatively slight. 

In the machinery manufacturing industry we have first the 
storehouse receiving materials at cost price and issuing them at 
cost price upon requisitions bearing manufacturing order num- 
bers, with the consequent debits to the storehouse in the first 
place, and in the second credits to the storehouse and debits to the 
cost accounts for the respective manufacturing order numbers. 
Next we have machinists’ time slips giving job numbers and the 
time worked on each job, with the consequent distribution of the 
pay-roll to the cost accounts. Next we have, amongst the fairly 
well established methods, the charge to the cost accounts and the 
credit to the shop expenses of hourly rates for the machine tools 
used. Then there is a distribution, upon whatever basis may in 
any case be found to be the fairest, of the remaining expenses of 
manufacture. What are the remaining expenses of manufacture 
and what are the rules, as far as there are established rules, for 
dealing with them? I would say that the remaining expenses of 
manufacture to be taken up in the cost accounts for product do 
not include (unless by a separate supplementary charge like the 
addition to factory cost to cover commercial expenses) the 
expense of all or any part of a factory being idle beyond a fair 
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allowance for lost time; and I would say that the expenses of a 
factory having two or more departments should not be generally 
distributed, but should as far as possible be divided between the 
departments, so that each department shall have its proper 
expense rate, and not merely the average expense rate of the 
whole factory. 

Concerning the definition of cost I would say that true or 
correct cost does not necessarily include every expense incurred 
in the course of producing an article. Accidents and blunders 
occur and the cost, as in some instances the cost of unused factory 
capacity, may be so great that it would be absurd to state it as a 
part of the cost of the product. If this is established, it estab- 
lishes the principle that improper costs may be separated and 
stated under a heading which will distinguish between these and 
manufacturing expenses properly and necessarily incurred. This 
principle is rather far reaching; its application may be of the 
greatest practical value; and it is susceptible of abuse. The 
danger is of assuming an impossibly perfect standard of working 
and of failing to allow for a certain unescapable average of acci- 
dent and failure. Or again of applying in complex work the 
standards that are fair where work is simple, or in special work 
where new means of working to a new end have to be developed, 
the standards that are fair where processes are thoroughly 
established. 

It is possible to carry the application of the principle of dis- 
tinguishing between proper and improper costs so far as to use 
calculations of proper costs and then to direct the cost accounting 
to showing the variations of actual from calculated costs. This 
involves the setting up of complete standards for quality in 
materials and efficiency in working, and is not to be confused 
with estimates of probable cost which are arrived at by any super- 
ficial method, or except with the idea of continuously testing 
actual and calculated costs by each other. 

Calculations of proper costs with provision in the accounting 
for showing the variations of actual from calculated costs consti- 
tute a plan which may be adopted for another reason than the 
one just dealt with. In some industries the manufacturing orders 
are so numerous that it is scarcely possible to have a separate cost 
account fully worked out for every order, while it is still quite 
practicable to have a calculation of cost for every article and to 
show where and how the calculated costs are varied from. I 
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could illustrate this to you by describing systems of cost accounts 
in the hard and soft rubber manufacturing industries and in the 
stationery manufacturing industry. 

As to the purposes of cost accounts I would regard these as 
being three: 1. The bookkeeping purpose, which is to make a 
record, to state profits and losses, and to state the value of 
materials remaining in process of manufacture, otherwise only 
determined by inventory. 2. The economic purpose, which is to 
trace waste and by eliminating it to secure the lowest cost of 
production. 3. The commercial purpose, which is to ascertain the 
prices at which products can be sold profitably. 

I desire, however, as I have said to talk to you to-night par- 
ticularly about the cost accounts of the shoe manufacturing indus- 
try and in describing them to trace the relationship of the methods 
used to what 1 have concluded to regard as the basic method 
used in machine shop cost accounts. 

Materials in the shoe manufacturing industry fall into four 
distinct divisions: 1, Upper Leathers; 2, Sole Leathers; 3, Lin- 
ings; and 4, Miscellaneous Materials including what are called 
Findings. Upper leathers are, except for a possible small per- 
centage of them, first sorted to grade them according to the 
standard requirements in the particular factory, inasmuch as it is 
not practicable for the manufacturers of upper leathers to sell 
them graded for the requirements of the individual shoe manufac- 
turers. Sole leathers may be bought by the side or may be 
bought cut into outer soles, inner soles, etc., and heels may be 
bought manufactured. Where the sole leather products are 
bought manufactured it of course reduces the operations and 
simplifies the cost accounts, but as the leather is commonly bought 
in the side, it is necessary to consider it in that form. It has then 
to be cut up into outer soles, inner soles, and heel pieces, and the 
heels have to be manufactured. In large factories making the 
cheaper shoes in large quantities cotton linings may be cut in 
quantities for stock, in which case the linings department is a 
separate department, having its separate cost and stock accounts, 
which are of a simple character. In smaller factories making 
more expensive shoes the linings are cut for the individual order 
of shoes at the same time that the upper leathers are cut. Miscel- 
laneous materials include various things, such as buttons, buckles, 
bows of ribbon, etc., which are or may be issued from the store- 
house for the particular shoe orders; and in the same storehouse 
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there may be included the smaller findings, including needles and 
thread and paste, which are issued in reasonable quantities to the 
several departments requiring them, and must be distributed to 
the product as a part of the general expense of the departments 
severally. The location and the care of the minor materials may 
be governed by considerations peculiar to each factory. There 
will wherever cost accounts are kept be inevitably and at least 
three storehouses: one for upper leathers, and one for sole 
leathers, and one for miscellaneous materials and findings. Only 
the last of these three receives and issues its materials exactly as a 
machine shop storehouse receives and issues them, i. e., receiving 
them at cost price and issuing them at the same cost price, either 
upon requisitions bearing the number of a manufacturing order 
for shoes, or upon a department requisition for supplies charge- 
able to the department expense account. The upper leather store- 
room receives what from the shoe factory point of view are 
unsorted leathers, and issues sorted leathers. The sole leather 
storeroom receives sides of leather and cuts them up and issues 
the various products. It is obvious that these two are not store- 
rooms in the simplest sense. It is proper to consider whether 
there is a departure from the principle of storeroom control in 
permitting materials to be worked upon and their form and their 
cost changed, without formal issue given its full effect not only 
in storeroom ledgers, but in the controlling stores accounts in the 
general ledger. I will take first the upper leather storeroom 
operations and records and describe them. 

There is for the upper leather storeroom, as for every separate 
storeroom, a storeroom ledger controlled by an account in the 
general ledger under a corresponding title. As upper leathers are 
bought and received at the factory they are debited to accounts 
for the various kinds of leather in the storeroom ledger and they 
are by monthly totals charged to the general ledger controlling 
account for the upper leather storeroom. So far of course the 
procedure is exactly the same as it is with machine shop store- 
houses. There is immediately thereafter a difference. In the 
upper leather storeroom of a shoe factory they take the skins as 
they are received and sort them for the purpose I have already 
described. A single lot of skins as received has of course a single 
price per square foot. When the single lot is sorted into several 
grades there must necessarily be a new price for each of these 
grades. It is plain that there will possibly be something arbitrary 
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in these prices, that is they are not fixed by actual bargain 
between two parties. The first necessity is of course to establish 
distinctly what constitutes each of the grades that are to be pro- 
duced by the sorting process,—that is to define as clearly as pos- 
sible the standard of the quality of each. The next thing is to fix 
relatively fair prices for these different grades; that is to say, if 
the value of the highest grade is represented by 100, the value of 
the second grade we will say will be represented by 90, and the 
value of the third grade by 75. I am explaining that in the first 
place the matter to be determined is simply the relationship 
between the values attaching to the qualities represented by the 
different grades. They must in the first place be relatively fair to 
each other as far as it is possible for them to be made by the judg- 
ment of people expert in the business, and knowing the exact uses 
and values of the different grades for the purpose of making their 
own product. When this relationship is established, the next thing 
is to adopt a level at which these values will correspond to the 
existing market, and then the highest price may perhaps be 25 
cents, and the next one 10 per cent. less than that, and the third 
25 per cent. less than the first. When this is done, the concern 
is ready to sort its upper leathers as received, and price the prod- 
ucts, and determine whether the particular lot of leather sorted is 
giving them a somewhat better or a somewhat worse result than 
the standard established for the existing market, and exactly by 
what percentage the result is better or worse. The sorting and 
its result are recorded on a form that is called a Sorting Report. 
On the debit side of the sorting report is put the quantity and the 
cest price of the leather sorted, and next the sorting labor, and 
next a charge to cover the general expenses of the storeroom in 
which the sorting is done, and this is very properly calculated at 
such a price per dozen as, according to the annual expenses of 
the department, and the number of dozens of skins annually 
handled, will suffice to take up these expenses. On the other side 
of the sorting report are stated the products of the sorting. Then 
the gain or loss is determined. Now the gain or loss that is shown 
by these means comes from one of two possible causes, supposing 
that in the first place the work of fixing the relative values of the 
grades of leather produced from sorting has been satisfactorily 
done. These two possible causes are: 1, That the level of prices 
in use is not in accordance with the market, that is, it is either too 
high or too low. If this is the case, it will of course be apparent 
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by there being continually a surplus or continually a deficiency 
shown in the sortings, and the indication would be that the level 
of prices needed to be raised or lowered. The second cause would 
be that the particular lot of leather was either an unusually good 
lot, or an unusually poor lot, and it may be stated that there is no 
such thing as absolute evenness in lots of leather. This is a con- 
dition that probably attaches to all materials in as nearly a 
natural state as are even skins which have gone through the 
manufacturing processes prior to their purchase by a shoe fac- 
tory. If in the sortings the resulting surpluses or deficiencies are 
pretty equal, it proves that the level of the prices is all right, and 
that surplus or deficiency comes from the second cause stated, 
namely, the natural variation in the materials. And it may not 
be natural variation merely. One manufacturer may either con- 
stantly or occasionally be furnishing grades of leather that are 
below the average, the purchases from him being consequently 
disadvantageous ; and another manufacturer may either constantly 
or occasionally be furnishing grades that are better than the 
average. The importance of bringing out these facts must be 
immediately apparent. One use of the accounts is to enable the 
shoe manufacturer to avoid disadvantageous buying through his 
immediate knowledge of the actual results obtained in sorting the 
various purchases. I will presently explain to you how this infor- 
mation is stated in a very simple and convenient form for use. 

If now the sorting has resulted in an excess of credits over 
debits on the sorting report, then the figure necessary to complete 
the balance is placed on the debit side of the sorting report as a 
surplus, and its percentage upon the products of the sorting is 
calculated, so that we have in this case a surplus of say 1 per cent. 
or 2 per cent.; and if the sorting has resulted in an excess of 
debits over credits, the figure required to balance is placed on the 
credit side of the sorting report as a deficiency, and this is 
similarly calculated as a percentage on the products of the sorting, 
and is stated as a deficiency of say I per cent. or 2 per cent. 

There is at this point a question which may be considered care- 
fully. The actual cost of the products is in every case higher or 
lower by the percentage of surplus or deficiency, than the prices 
fixed for the different grades of leather. It is very simple to 
adjust these prices to actual cost by adding or deducting that per- 
centage, and then, as far as the accounts go, the surplus or defi- 
ciency feature would disappear, and the prices placed on the 
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products of the sorting would have exactly absorbed the cost of 
those products. As one grade of leather is produced from many 
sortings, there would then be a stock of that leather consisting 
of a number of lots at different prices. This is not unlike a con- 
dition which will occur in any storehouse, and which I mentioned 
in connection with machine shop storehouses, namely, that there 
may at any time be a stock of materials which does not consist of 
a single purchase, and that the different purchases may be at 
different prices, the date of the purchases and the markets on 
those dates having been different. Under these circumstances 
and in the case of machine shop accounts, some people think it a 
good plan to exhaust the earliest purchase at its own price first, 
and then proceed to the later purchases at their respective prices. 
I have never done this, and I do not think that it is the best way. 
I think that the stock of the same goods is best treated at any time 
as a unit and its price averaged. I believe I stated my reasons for 
this fully when I was talking of the issues from machine shop 
storehouses. 

Suppose now that in the case of sorted leathers, the prices put 
on the products of the sorting should always be adjusted accord- 
ing to the percentage of surplus or deficiency, and these products 
should be carried into their respective accounts at these exact 
prices, and then in issuing these prices should be averaged in 
accordance with the practice that I described in connection with 
machine shop storehouses. We should probably come back in our 
issues to the standard prices put upon the different grades, or 
very close to them. This would in my opinion have two disad- 
vantages. First, it would be considerable clerical labor with no 
corresponding gain; and second, while the result of averaging the 
different prices for the stock actually on hand would probably 
result in again approximating in the issues the standard prices 
first established for the grades, there would still be a variation 
which would be purely accidental, and which would be in the cost 
price of every finished shoe, and would need to be watched in con- 
nection with the cost prices of finished shoes for any significance 
that it might have in that connection. In other words, by this 
method there is clerical work created, and simplicity in the 
accounts is lost. 

The other way of dealing with this matter, and the way that 
I believe is the best, is to carry the products of the sortings in 
stock and to issue them at the standard prices in use, and to 
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carry in a separate account the surpluses obtained on the sorting 
reports, and either on the other side of the same account or in still 
another account, the deficiencies similarly obtained. For it is to 
be borne in mind that as long as there is no change in the market 
that necessitates a change in the level of the prices put upon the 
products of sorting, the cost figures for shoes are based upon a 
known price for upper leathers, and the same is true as will pres- 
ently be seen in regard to sole leathers. Under the circumstances 
the use of the cost figures is both simpler and safer than if every 
cost price depended upon whether the particular lot of upper 
leather used had sorted advantageously, or the particular lot of 
sole leather had cut up advantageously. 

I will now review the procedure in regard to this matter and 
carry it a little further. Upper leathers having been received in 


‘stock, they are, as quickly as possible thereafter, sorted. Either 


the whole of the lot of leather or any part of it may be taken for 
sorting. Whatever is taken is entered on the debit side of a sort- 
ing report, and in due course the expenses attaching to those 
leathers in the storeroom, which is also the sorting room, are 
added on the debit side. On the credit side are stated the prod- 
ucts of the sorting at standard prices, which are calculated to be 
relatively fair to each other according to the qualities of the 
products, and are calculated to be on such a level that for all pur- 
chases on a given market they will as closely as possible take up 
the actual cost. Then the surplus or deficiency is filled in as I 
have described. The products of the sorting are then placed in 
stock as graded leathers ready to issue for shoe making purposes. 
The sorting report is then taken by the clerk keeping the store- 
room ledger, and everything on the debit side is posted to the 
credit of the proper accounts, that is, to the credit of the accounts 
to which the leather when it was purchased and received was 
debited, and to the credit of the sorting labor account, and to the 
credit of general expense account, and to the credit of surplus 
account. And everything on the credit side is posted to the debit 
of the proper accounts, that is, the products of the sorting are 
posted to the debit of the accounts for the grades of leather pro- 
duced, and the deficiency is posted to the debit of the deficiency 
account. It will be seen that this leaves the ledger in balance. 
No entry whatever is made in the general books in connection with 
this sorting operation. 

In the accounts in the storehouse ledger for the products of 
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sorting there are between the debit and the credit sides of the 
account two columns, the first headed “ surplus ” and the second 
“deficiency,” and when the products are posted from the sorting 
reports to the debit of these accounts, the percentage of surplus or 
deficiency on the sorting report is entered in one of these columns. 
It will now be seen that reference to these accounts will show all 
the variations in the cost of obtaining a given grade of leather 
throughout a period of time. There can be very quickly seen for 
a considerable period where the highest cost has been, and where 
the lowest cost has been; and whether the shipments of a single 
manufacturer are of even quality; whether they are steadily of 
high quality, or steadily of low quality, or variable. This is infor- 
mation of the utmost value to the buyer and it is here, in the 
ordinary course of the bookkeeping, stated in its most concise and 
clear form. 

Proceeding now to the general ledger in order to complete the 
description of the bookkeeping routine in regard to the upper 
leather storeroom. The upper leather storeroom controlling 
account in the general ledger will be conveniently divided into 
four, the four accounts being ultimately closed into one. To the 
first will be charged all purchases of upper leathers; to the second 
will be charged the pay-roll of the storeroom; to the third, all sun- 
dry expenses of the storeroom; and to the fourth will be credited 
the issues of leather from storeroom to factory. This group of 
accounts will control and will be in agreement with the upper 
leather storeroom ledger. It follows that the pay-roll and general 
expense items will be brought into the storeroom ledger. It will 
now be seen that the credits of labor posted from the sorting 
reports are, in the storeroom ledger, set against the actual pay- 
rolls; and the credits of general expenses posted from sorting 
reports are set against the debits of actual general expenses 
incurred; and that the storehouse ledger covers the receipt of 
upper leathers at the purchase prices, the handling and sorting 
operations at their cost, and the storage and issue of the products 
of sorting ; and that the general ledger controlling account divided 
into four sections—tst, materials ; 2d, labor; 3d, general expense; 
and 4th, issues of leather, is kept in agreement with the store- 
house ledger which it controls. The issues are made in the 
ordinary storeroom way, upon requisitions for leather to manu- 
facture the’ shoes covered by a shoe manufacturing order. In 
shoe factory language, they are issued in accordance with the 
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cutting slips for the lots of shoes for which orders have been 
placed in the factory. The cutting slips are posted to the credit 
of the accounts in the storeroom ledger, and they are summarized 
for eredit to the controlling account in the general ledger, and 
postings can be made direct from the cutting slips to the cost 
accounts. 

There is of course here a great variation from the routine and 
the form of the records in machine shop storehouses, but I believe 
it is merely a variation in practice to conform to operations fol- 
lowing a different course, and not a departure from the principle 
which governs the organization and records of machine shop 
storehouses. To illustrate this we may suppose that a machine 
shop storehouse might have in it the machinery necessary for cut- 
ting bar iron and steel. If it were convenient to do this there 
could be no objection upon principle to its being done. Even in 
this slight operation we have something essentially similar to the 
sorting of upper leathers in the upper leather storeroom of a shoe 
factory. I want to make it plain that in different industries cost 
accounts rest upon the same principles, and, in spite of great 
apparent differences, have still the same methods fundamentally. 

In the case of the sole leather storeroom, a step is taken that 
goes further than the sorting process in the upper leather store- 
room, that is to say, the sides of leather are cut up and outer soles, 
and inner soles, and heel pieces, are obtained. As far as the 
records are concerned, the procedure is the same. Instead of a 
sorting report, we have the cutting report. On the debit side of 
the cutting report is entered at its cost price the leather that is 
taken to cut up, and the cutting labor is entered, and a percentage 
upon the cutting labor to take up the general expenses of the 
room; and on the credit side of the cutting report are entered the 
products, outer soles, and inner soles, and heel pieces, and scrap 
leather. These products are priced in a manner that is parallel to 
the pricing of the products of the sorting of the upper leathers, 
that is to say, relatively fair prices are established for the different 
products, and these are adjusted to a level at which they are 
calculated to take up the actual costs; and then there is, just as 
in the other case, a percentage of surplus or deficiency. As a 
storeroom operation, the outer and inner soles are merely cut out 
in their first shape. The further operations upon the soles are 
sometimes actually done in the same room, but constructively they 
are done subsequent to their issue from the storeroom. The heels 
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on the other hand are actually manufactured for stock, and these 
manufacturing operations may be treated as storeroom operations, 
in which case the heel making report belongs for bookkeeping 
purposes exclusively to the sole leather storeroom. In the general 
ledger the controlling account for the sole leather storeroom will 
be in four divisions, for materials purchased, and labor, and gen- 
eral expenses, and issues of leather, just as in the case of the 
upper leather storeroom controlling account. And in the sole 
leather storeroom the cutting reports and heel making reports, 
with their surpluses and deficiencies, will be posted to the sole 
leather storeroom ledger in exactly the same manner as in the 
case of the upper leather storeroom. The issues from the sole 
leather storeroom are also made at the standard prices in use. 

The amount of net surplus or net deficiency in the upper 
leather storeroom should be stated week by week, and the stand- 
ard of prices raised or lowered at any time that it is seen to be 
necessary in order to keep the prices placed on the products of 
the sorting, and used in issuing the sorted leathers, in substantial 
agreement with actual costs. They should be kept so adjusted as 
tc leave a little surplus, which is very likely to be needed at the 
end of the fiscal period to take care of some depreciation which 
may take place in some stocks. The surpluses and deficiencies in 
the sole leather storeroom should be watched week by week in 
exactly the same manner, and the standard prices on the products 
there should be kept adjusted in just the same way for the same 
purpose of keeping a surplus, but not an excessive one, to provide 
for needs which develop in one shape or another. The small 
surplus to be kept in each of these two cases is merely a proper 
margin of safety. 

You will remember that I said that in machine shop operations, 
the individual operations are of sufficient length so that the time 
taken by each can be easily recorded, and the individual labor 
charge for each operation, and the individual machine charge for 
each operation, can be posted to the cost account for the job. It 
would be exceedingly laborious to do this in shoe factory cost 
accounts. As far as the labor charges go, it is possible to do it in 
shoe factories of moderate size, and it is done. Presumably, the 
labor of doing it in large shoe factories would be merely propor- 
tionate to their volume of operations, but it would for many 
reasons be not merely expensive, but difficult to maintain at the 
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requisite standard of accuracy. It would seem therefore that as a 
general proposition there has got to be some variation or adapta- 
tion of the procedure in machine shop cost accounts in order to 
satisfactorily effect the labor and machine charges in shoe factory 
cost accounts. In regard to the labor I have used what I have 
called “ Labor Cost Sheets,” that is, for each kind of shoe made, 
a series of cost sheets corresponding to the different departments 
through which the shoe goes. For a single kind of shoe, there 
would be labor cost sheets for the sole leather department cover- 
ing all operations subsequent to the original storeroom operation 
of cutting the soles out, for the upper leather cutting, for the 
stitching room, the assembling room, and the finishing room. On 
each of these cost sheets is specified the series of operations per- 
formed in the particular room on the particular kind of shoe, and 
on each there are two columns for the prices, the first being for 
piece prices which are fixed, and the second being for day work 
pieces, which are calculated upon the day wage and the average 
day’s work for the respective operations. These labor cost sheets 
can be prepared according to what is called the sample shoe. In 
actual ordering, customers frequently vary the sample shoe. 
Where these variations involve changed labor expense, it is very 
necessary in order to protect profits, that they be very carefully 
watched, and the difference in the cost that is created clearly seen. 
Where these differences occur, the standard labor cost sheets have 
to be modified accordingly, for the purpose of the cost accounts 
for such shoes. 


To use labor cost sheets in the manner described is of course 
an immense saving of labor as compared with the individual post- 
ing to cost sheets of a charge for each separate operation. Where 
every operation that is credited to a workman is posted to a cost 
sheet, the complete distribution of the pay-roll is assured in a 
manner that is not accomplished in the first place by the use of 
labor cost sheets. The check upon the pay-roll, and upon its dis- 
tribution in the cost accounts, has however to be obtained in some 
way, and the way adopted is this: The pay-rolls are analyzed, as 
they should be in any case and even regardless of cost accounts, 
first as between departments, and next as between piece labor, and 
productive day labor; and ledger accounts for these divisions of 
the pay-roll are set up either in the general ledger, or in a sub- 
sidiary manufacturing ledger, according to the volume of the 
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operations and the way the bookkeeping is arranged. This gives 
us one side of the figures that we want to compare. In the next 
place, an analytical summary is made of all the cost sheets for the 
product, that is to say, the sheet upon which the cost sheets are 
summarized has a considerable number of columns, including 
columns for the piece work and the productive day work in each 
of the departments. The cost sheets, which are summarized 
weekly or monthly, are further summarized on a similar form for 
the season; and so it will be seen that the totals of, for instance, 
the stitching room piece labor, and the stitching room productive 
day labor, as taken up in the cost accounts by means of the labor 
cost sheets, are arrived at, and are available for comparison with 
the corresponding figures accumulated in the ledger accounts from 
the analysis of the succeeding weekly pay-rolls throughout the 
season, 

Now while I have not as yet done it in any case, I am satisfied 
that something parallel to this can be accomplished in relation to 
the machinery charges. If in the first place, the annual cost of 
each machine is determined, as in the case of machine tools in a 
machine shop, the annual expense can be reduced to a daily 
expense, and a fair daily output for each machine can be calcu- 
lated, and a price can be put upon each operation, that is, a 
machine rate for each operation exactly as there is a labor price 
for each operation. The labor cost sheet could then be made into 
a labor and machine expense cost sheet, and against each operation 
would be put not only the piece price, or the calculated day-labor 
cost, but in an additional column the calculated machine rate for 
the operation ; and these machinery charges would be summarized 
in the same way that labor taken up in the cost accounts is sum- 
marized, and would be credited against the actual machinery 
expenses in the various departments, exactly as is done with the 
machine rates taken up in machine shop cost accounts. 

In a single hour it is of course not possible to talk very fully 
or very descriptively concerning the cost accounts of an important 
industry. I have tried to outline the cost accounts of the shoe 
manufacturing industry, and to show where the methods of cost 
accounting in this industry must vary from the methods that I 
have described in the machinery manufacturing industry, and at 
the same time to show that there is throughout a distinct and 
intelligible relationship between the two. 
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The Adjustment of Partnership Accounts.* 
By Leo GREENDLINGER, B. C. S. 


The English Partnership Act of 1890 defines a partnership as 
“the relation which subsists between persons carrying on a busi- 
ness with a view of profit.” 

The New York Statute provides: “A partnership as between 
the members thereof is the association, not incorporated, of two 
or more persons who have agreed to combine their labor, property 
and gkill, or some of them, for the purpose of engaging in any 
lawftl trade or business and sharing the profits and losses as well 
between them.” 

While the two definitions are synonymous, the latter for 
accounting purposes is clearer; and in treating the subject of 
“ Adjustment of the Accounts of Partnership” it is of greater 
importance, inasmuch as the language of the latter assists in the 
solution of problems. 

In no branch of accounting (Executors’ Accounts excepted) 
is a knowledge of law so essential, as in the adjustment of part- 
nership accounts. It is to be regretted that, in some instances, 
the law is so framed that modern principles of accounting cannot 
be applied—unless upon agreement by the partners—without a 
violation of the law. From the formation to the dissolution one 
must necessarily be guided by the Statutes, and it is right at the 
formation of the partnership that proper care must be taken to 
obey the law and at the same time not to defeat the objects of 
the partnership, or, what is more important, to carry out the 
exact intentions of the partners. This phrase, “to carry out the 
exact intentions of the partners,” suggests the necessity of a 
written rather than an oral agreement. The Statute of Frauds 
requires the agreement to be in writing only when the partner- 
ship is to continue for more than one year, but business men now 
recognize the necessity for such an agreement to be in writing, 
regardless of the time that the partnership is to last. 

To frame such an agreement, to protect the interests of all 
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parties concerned, and at the same time to comply with the law, 
is not an easy matter, and many an expensive litigation could have 
been avoided, if lawyers, who unfortunately in most cases drew 
up such articles of co-partnership, had had a knowledge of 
accounting. It often happens that, were an accountant to follow 
the articles of co-partnership, he would do just the thing partners 
do not want,—not through fault of his, but because the party 
who drew up the agreement was ignorant of the effect it would 
produce on the books of the concern, if followed to the letter. 

In one case, for instance, A., a practicing attorney of New 
York City, drew up a partnership agreement for the firm of B., 
C., and D., in which among other clauses was one which read 
as follows: 

It is mutually agreed that if any of the partners fail to invest the 
agreed sum of $3,000, his account is to be charged with 6 per cent. interest 
per annum on that deficiency. 

The partners continued in business for about nine months 
when they asked their bookkeeper to make up a Profit and Loss 
Statement. The latter was also given the agreement and told to 
use it as a guide. As the Ledger showed that C. had invested 
only $2,000 he prepared the Profit and Loss Account shown on 
the preceding page as well as a copy of the respective Capital 
Accounts. 

To this C. objected, stating that “this is an equal partnership, 
and all profits or losses occurring in the business must go through 
the Profit and Loss Account proper, in which case I would share 
in the $45.00, and this was my understanding of the clause in 
the agreement.” The other partners objected, adding that they 
failed to see what difference it would make, yet protesting vigor- 
ously against any change in the arrangement. 

All this trouble could have been avoided if the attorney could 
have foreseen the ambiguity such a vague clause might cause. 
This trouble might have been prevented by adding to, or better 
by completing, the unfinished clause with a statement defining 
clearly a treatment of this point, i. e., whether the partner’s 
account or the Profit and Loss Account was to be credited. It 
would then have been impossible for a misunderstanding to 
result. It is just such incomplete statements as these that cause 
troubles when the dissolution of a partnership is sought. 

Another drawback, usually met in adjusting partnership 
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accounts, is that business men do not sufficiently provide for con- 
tingencies which may occur during the existence of the partner- 
ship, or at its dissolution. As the partnership agreement is to be 
used as a guide, not only for the partners themselves, but for 
accountants who may audit their books, the agreement should 
contain, not only important provisions, but minor ones also. In 
the absence of such provisions the law must be resorted to and, 
as already stated, this may result in a construction opposed to the 
intention of the partners. The intention of the partners at the 
formation of the agreement is to be the sole guide, even though 
the wording may not warrant it, provided, of course, that it is for 
the benefit of the whole concern. 

Lord Justice Lindley in his work on Partnership and Com- 


panies says in regard to this: 


In order to solve questions arising at an adjustment, regard must 
always be had to the terms of the partnership articles; but an express 
agreement with reference to the taking of accounts may be, and frequently 
is, only applicable to the case of a continuing partnership, and may not 
be intended to be observed on a final dissolution of the firm, or even on 
the retirement of one of its members * * * * * that which has been 
done for the purpose of sharing annual profits or losses is by no means 
necessarily a precedent to be followed when a Partnership Account has 
to be finally adjusted. 


FORMATION OF PARTNERSHIPS. 


The usual clauses in articles of co-partnership are as follows: 


(1) Name of firm. 

(2) Place of business. 

(3) Nature of business. 

(4) Date of commencement and the duration of the partnership. 

(5) Capital to be invested. 

(6) Provision in regard to interest on capital invested. 

(7) Provision in regard to allocation of profit or loss. 

(8) Provision in regard to withdrawals and how to treat them. 

(9) Provision in regard to admitting a new partner and how to 
adjust the affairs on admission; especially if the good will 
is to be taken into consideration, which usually is the case. 

(10) Provision for the correct keeping of records of all business 
transactions, and the making of periodical balance sheets. 

(11) Provision for procedure in case of dissolution. 

In connection with the tenth clause, Dicksee, in his Auditing, 
says: 

It should not only be provided that “proper accounts are to be kept,” 
but that these should be kept upon some adequate system of double entry. 
They should be balanced at stated intervals and audited by a professional 
accountant, and provision made that after the audited accounts have been 
signed by the parties they are binding upon each individual partner, except 
where some manifest error has been discovered within a reasonable time 
—say, three months. 
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The fifth provision is probably the most important clause; it 
is a Clause on account of defects in which many a business con- 
cern has been ruined and many a partnership dissolved before its 
time. The clause should state the proportions in which the capital 
is to be contributed, and the proportion in which it is to be shared 
at dissolution, or on the admission of a new partner. The fact 
that nothing is mentioned on this point is no prima facie evidence 
that the assets are to be divided according to investments; on the 
contrary, if nothing is stated, the assets—minus capital—will 
have to be divided equally among the partners, based on the prin- 
ciple that accretions of assets are the result of profits, which, 
according to the New York Statute, are the result of combined 
labor, combined skill, etc., of all partners alike. 


The ninth clause deserves attention. If nothing is provided, 
the cash received from the incoming partner in respect of good- 
will may be treated in various ways, and the view taken will 
make quite a difference when expressed on the books of the con- 
cern. To illustrate: 

A. and B., who have been partners for five years, decide, in order to 
increase their business, to admit C. as an equal partner; the latter to invest 


a sum equal to 1/3 of their (A.’s and B.’s) capital as shown by the books, 
and, in addition, $2,000 in lieu of goodwill. 


Nothing further being stated, this goodwill may be adjusted 
in one of the following ways: 


GE Be os a kaon wesmak Canbkwdes aan $2,000 
eb; Se CO hin a vas ce dhs cceaaenlvenee $2,000 


For this sum received from C., in lieu of goodwill on 
being admitted to the firm as a partner. 


This entry would ultimately be adjusted by a charge to the Good- 
will Account and a credit to the Profit and Loss Account. Or: 


CRG BG . ancoccecadsbnecseess<cebkueeel $2,000 
Ode: Gin. gin 4002 teenie ees ga hebah beeen $1,000 
BO By. i 4c cnccticcddeeecdiiahenseedess 1,000 


For the cash received from C., on being admitted as a 
partner. 


In the latter case only the original partners share in the good- 
will which C. paid in, and rightly so, while in the former case 
C. would ultimately also share in it; it is therefore of great 
importance to have a provision for the treatment of this goodwill. 

Dicksee in his Advanced Accounting suggests that in addition 
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to the clauses ordinarily found in articles of co-partnership the 
following be inserted: 


(1) That the firm’s accounts shall be periodically audited by a Chartered 
Accountant. It is desirable where practicable that the name of the 
accountant selected should be inserted in the partnership deed, as then a 
majority of the partners cannot change the auditor, although, of course, 
he can still be changed by the unanimous decision of all the partners. 

(2) The accounts to be kept upon a proper system of Double Entry, 
to be approved by the auditor. 

(3) All differences or disputes upon matters of account to be referred 
to the auditor, whose decision shall be binding upon all parties. 

(4) Provision should be made for the charging of interest upon 
drawings in excess of the prescribed amount, and for allowing of interest 
upon any excess of the authorized drawings over the actual amount 
withdrawn. 

(5) On the death or retirement of a partner it is necessary, under the 
general law, to take stock and to balance the books in order to ascertain 
the respective positions of the partners. To avoid trouble and incon- 
venience that this would cause, it is generally desirable to insert a clause 
providing that the share of the outgoing partner in the profits of the 
current broken period shall be computed upon the average of the three 
preceding years. A clause to this effect should, however, only be inserted 
when the profits do not fluctuate considerably, as otherwise serious 
injustice might be done by excluding the results of the broken period. 

(6) The exact mode of paying out the outgoing partner should be 
provided, and, where practicable, this amount should be payable by instal- 
ments extending over such a period as not to seriously cripple the busi- 
ness; or, in the alternative, a policy of “survivorship insurance” should 
be effected at the cost of the firm.” 


PARTNERSHIP DISSOLUTION. 


A partnership may be dissolved for one of the following 
reasons: 


(1) By the expiration of the time originally fixed for the continuation, 
or by the completion of the act for which the partnership was created. 

(2) By later agreement, annulling the first agreement by which the 
partnership was created. 

(3) By the objects of the partnership becoming illegal or impossible. 

(4) By assignment of a partner’s interest unless it be with the con- 
sent of all partners. (Partnership being a personal relation, only the 
parties that originally entered into that relation can continue, but they 
cannot assign any of their interests without the other partners’ consent.) 

(5) By death of any one of the partners. 

(6) Other occurrences, while not dissolving the firm, ipso facto, give 
the right to certain partners to dissolve, if they so desire. Such cases 
are: Insolvency or bankruptcy of one or more partners, insanity, etc. 


In adjusting the accounts of partners, losses ought to be made 
good, first, out of profits of the firm, next, out of the capital 
of the firm, and finally, by the partners individually contributing 
the deficit according to their respective shares. 
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The assets of a partnership should, at a dissolution, be applied 
as follows: 
(1) Firm debts to outsiders. 
(2) Advances or loans made by partners individually to the firm.” 
(3) Settlement of capital. 
(4) Ultimate residue, if any, to be divided as pfofit, according to 


the agreement for sharing profit and loss; if there be no 
agreement to this effect, then equally. 


FIRST PROBLEM IN PARTNERSHIP ADJUSTMENTS. 


To adjust partners’ accounts when the books have been kept 
by single entry: 

X., Y., and Z. were partners in a trading concern, having 
articles of agreement among them in writing, and among other 
clauses there was a provision that profits or losses were to be 
divided, two-fifths to X., seven-twentieths to Y., and one-fourth 
to Z., and furthermore: 

In the event of the death of one of the partners during the existence of 
the partnership the two survivors are to continue the business, and the 
deceased partner’s share is to be paid to his executor or administrator 


within five years after his death in five equal annual payments, each 
unpaid balance to bear 6 per cent. interest 


The accounts were kept by single entry and were made up 
quarterly, to March 31, June 30, September 30, and December 31. 
The final statements were signed by each partner who thus 
acknowledged the correctness of the statements and its agree- 
ment with the terms of the articles of co-partnership, and thereby 
that the profits shown by the statements were those earned during 
each fiscal period mentioned. 

The net profits of the twelve quarters to December, 1907, 
were, as acknowledged by the three partners, as follows: 


Te Bias BE, MN, 0 0c cnc ccinessscanpeessncsinns $936.50 
TO FUR. Bi GB. cc cn csc cteenenteccannn secs svas 876.00 
oe -— o errr oor errrrrrr rT re 1,150.00 
oe! aa Me” See oe a remarry 1,032.70 
, 2 SO Oe oer rrr rer 980.00 
ce a er erry st ere 800.00 
ce ee Rr een reer ee 895.00 
ce oe SRR ee ree 960.00 
roe. & 5 aR gy ee ee ere 1,012.00 
. eS Sa & A Ae re 9 ere 763.60 
(Se RP PP ry ena ee 945.00 
et es ay, BG ivads cai losanckedsbawchsesssan 575.00 
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In January, 1908, the clause making provision in case of the 
death of one of the partners was amended to read as follows: 

In the event of the death of one of the partners during the existence 
of the partnership, the surviving partners are to continue the business, and 
the deceased partner’s share is to be determined by the balance shown to 
his account in the Ledger. In addition to this his share of goodwill is to 
be taken into consideration, the latter to be the sum of the net profits of 
the business for three years preceding such partner’s death, including in 
such calculation the broken period. The deceased partner’s share is to be 
paid out to his executor or administrator within five years after his 
death, in five equal annual payments, each unpaid balance to bear 6 per 
cent. interest. 

X. died on February 28, and it is agreed that the partnership 
terminated as of that date. The condition of the affairs of the 
business on December 31, 1907, and on February 28, 1908, 
respectively, was as shown on the preceding page. 

From the various business and financial papers of the concern 
the following results of operation are shown for the period cover- 
ing the last two months, January—February, 1908: 

Purchases during the two months were $6,986.50. Sales were 
on a basis of 40 per cent. profit, the inventory of goods on hand 
being $3,568.00. The firm has in its possession notes receivable 
amounting to $1,985.10; it discounted with the bank notes 
receivable amounting to $1,800.00, less discount $27.00. The out- 
standing accounts as per Ledger amount to $1,410.80. Cash pay- 


ments were as follows: 


EE aise cade case cueraddedkceeniiek ene $400.00 
SER gigdbntptodataes sbubapandsshsgeksencene 150.00 
TF Oe, eee 125.00 
fe FO RS ae ee ee 75.00 
Sep SS GBR din cinidccccensccdhedsonamecds 75.00 
Repayment of Loan Payable..............-esseeee- 1,350.00 
EE, SEE icc cto n6Oees sete scsdstacnnaeee ras 600.00 
I OOS = onc ccchedectesccscathessibessi ne 3,225.00 


It was further ascertained that the heaviest sales were usually 
made during the first quarter of the year. 

It is now desired to adjust and determine the respective Capi- 
tal Accounts of the partners as of date of February 28, 1908, and 
the amount due by the surviving partners to the estate of X., or. 
his legal administrator, payable yearly as per existing agreement. 


SOLUTION. 


Our first duty is to determine and verify the cash balance, and 
for this purpose we will prepare the Statement of Receipts and 
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Payments for the last period, January—February, 1908, shown o1. 
page 35. 

The next step is to find the profit or loss, and then to prepare 
the respective Capital Accounts of the partners. 


A good rule for finding the profit or loss of a concern for a 
given period from books kept by the single entry method, as sug- 


gested by Lisle, in his Accounting in Theory and Practice, is as 
follows : 


Prepare a Statement of Affairs as at the close of the period, and so 
pag on the capital at the end of the period. Prepare a Capital Account, 

r Capital Accounts, if the business is a partnership, for the period. 
Soun the capital brought out by the Statement of ffairs deduct the 
capital shown by the Capital Account or the Capital Accounts prepared. 
The difference is the net profit for the period. If the capital shown by 
the Capital Accounts is greater than the capital shown by the Statement 
of Affairs, the result of the period’s transactions is a loss. 


The profit or loss for the period under review could also be 
ascertained by a comparison of the Statement of Affairs of one 
period (December 31, 1907,) with that of the other period (Feb- 
ruary 28, 1908). If the former capital is greater than the latter, 
the difference would be a loss for the period, otherwise a gain. 

If we proceed in accordance with the first rule (Lisle’s), we 
would prepare the Statement of Affairs, as jat that date, February 
28, 1908, as shown on the preceding page. 

We can now make up the following: 


RECAPITULATION. 


Capital of the firm at the close of the year..... $5,460.40 
Less— 
Credit balance shown on the partners’ 
accounts, viz. : 





i SD Ciind chs cech cou $1,589.00 
ER GRRE Ae Ween 1,425.00 
tS ohicoeuaaans ae aot 996.00 
$4,010.00 
Leaving as profit for the period Jan.-Feb., 1908. . $1,450.40 


According to the original agreement in regard to the division 
of profits or losses, 


X. would be entitled to 2/5 of $1,450.40 = we. 16 
Y. would be entitled to 7/20 of $1,450.40 = 507.64 
Z. would be entitled to % of $1,450.40 = ee 


Crediting the Partners’ Capital Accounts with their respect- 
ive shares of profits, these will appear as shown on the following 


page. 
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We know now what the Capital Accounts of the respective 
partners amount to. Adhering to the amended provision in regard 
to goodwill in case of death we must first of all determine the net 
profits for three years preceding the partner’s death, including 
in such calculation the broken period. 

For this purpose we add the net profits for eleven periods 
from June, 1905, to and including December, 1907. As this 
addition does not give us the full three years, and as we have 
furthermore also to consider the broken period, we are to find 
the approximate net profit for one month, i. e. the month which 
the last quarter lacks. According to the information given, this 
quarter (January—March) contains the heaviest sales; hence we 
must, in this instance at least, in an indirect way find this sum. 
We proceed to do this as follows: 

We add to the net profits of the last period (January—Feb- 
ruary) all the first quarters (January—March), viz.: 





es aii. 0ssdccedbebnswnavnsseidh soap $036.50 
i ih cov cctsnhecddus spade es dgtces voonheeus 980.00 
PE Sdn vedeendes 00 0600Gh ebdshceccoscesteth 1,012.00 
Last period ON 8 er eprererer: fret 1,450.40 
NT CE Oi ke cesccccccescesdiceedcicsesan $4,378.90 


This we divide by the number of months comprising these sums 
of net profits, i. e., eleven, and so arrive, approximately, at the 
probable March profits. Adding this sum so derived to the profits 
of the last (January—February) period we get the net profits 
for the last (twelfth) quarter. This added to the eleven quarters 
gives us a total of $11,837.78, which sum represents the value of 
the goodwill, of which sum X. is entitled to two-fifths. X.’s 
Capital Account will now appear as shown on the preceding page. 


On our books we now have an additional account, thus: 


19¢8 GOODWILL. 
March 1, To 2/5 of total 
value paid to X’s Ad- 
ministrator as per 
agreement ..........$4,735.11 
The other Capital Accounts (Y.’s and Z.’s) remain unchanged. 
There are some accountants who in such cases prefer placing 
the entire value of the goodwill on the books of the concern, and 
to credit the Capital Accounts of the partners with their respect- 
ive shares. This procedure is not only unscientific, but illogical. 
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If goodwill represents an asset it surely cannot show legitimately 
greater value than the figure placed on a proportionate share at 
this time. We have on this point a legal opinion in the English 
case of Stuart v. Gladstone, in 1879, in which the presiding justice 
remarked : 


Then is it fair construction of these articles to assume that in taking the 
annual accounts of the profits of the concern, the partners were going to 
put a value upon the Goodwill, so as to allow each partner to take year 
by year out of the partnership the amount of his share of the increase in 
the value of the goodwill? Now one cannot help feeling that no mer- 
cantile man ever dreamt of such a thing. The goodwill is not an avail- 
able asset in the sense that you can draw upon it, or that you can turn it 
into money, or pay it out to the partners, and I should say with some 
confidence, not only relying upon my own experience, but having appealed 
to the bar in this case, that no one ever saw such a thing in a merchant’s 
accounts. 


Having arrived at the total to which X.’s administrator is 
entitled, we desire to find the sum due this representative yearly. 
In doing this we must take into consideration that each unpaid 
balance is to bear 6 per cent. interest. This will be best shown by 
a continuation of X.’s Capital Account, but changed from pro- 
prietorship to that of one representing a true liability of the firm 
of Y. and Z., as shown on the preceding page. 

If the surviving partners should on February 28, 1908, decide 
to deal with the period’s transactions on the double entry prin- 
cpile, and in consequence thereof furnish the administrator with 
a Profit and Loss Account and a Balance Sheet, it would be 
desirable to express such a change in the books of the concern. 

We have then to take into consideration all the facts that 
occurred during the period from December 31, 1907, to and 
including February 28, 1908. The procedure in such a case 
would be as follows: 

Incorporate by means of journal entries the facts disclosed by 
the Statement of Assets and Liabilities and which are not con- 
tained in the ledger. Journalize the subsequent transactions in 
a journal, (there being no necessity, for our purpose at least, to 
open the various books incidental to an ordinary mercantile con- 
cern); raise the necessary ledger accounts, and make closing 
entries for the various nominal accounts; prepare a Profit and 
Loss Account, and the Balance Sheet. 

If the firm followed this method the Profit & Loss Account 
and the Balance Sheet would appear as follows: 


42 




















The Adjustment of Partnership Accounts. 














oF oSt'1¢ oF oSt‘1¢ 
o9'zgt Oe ee syyoid jou jo Y% “9 
¥g'ZoS ee syyoid jou jo oz/Z “* 
oF os hig ee S}yolg PN Ag grogs¢ ee | syyoid you jo S/z a OL 
“LNOQODDV NOLLVIYdOUddV SSOT GNV LIXOUd 
oF LZ 1¢ ob ZZhI¢ 
> ot'oSt‘1 Coe eee eee eee seererseeeeeeeeseesesese Woig PN 
oF ZZh1¢ reUREEL + FT aa RKEM te Li Wold Ssoutsng ALvUIPIO Ag oo'Lz¢ Se Mec cc eee dececcemnseans® sueo’y uo jUNOdsSIC] OL 
ob Lzo0'r%$ ob Lzo'z$ . 
eee er 9 + 
oviiv'1 **""°: potsad uayoiq sty} J0J WYOoIg AievUIpPIO 
oo'oor ee | SLIE[eS 
ob Zzo% ee Wolg $sO1") Ag oo'oS 1¢ ee (Aseniqe,j-Arenuef) wy OL 
06°S60‘Z¢ 06°S60‘Z¢ 
ob Zzo'z ee ee ce ee Wolg SSO1I‘y 
osgoos$ 
00'g9S‘E ee ee y/o A1O}UIAUT 
: ponpeq 
oS 9f9'R$ 
0S°936'9 ee ae 2) saseyoing 
06°S60‘Z¢ ee S3JeS 4g 00'0S9'1¢ ee | A1OWIAUT oL 


‘Z8°AX “X dO WUld AHL AO LNNODDV SSOT UNV LIdOuUd 

















> 
=. 
S 
~~ 
= 
3 
S 
S 
S 
xq 
Ss 
S 
Ff 
A 
3 
=) 
~ 
.) 
ce 
BY 


Gr I1zr'C1¢ 
obogh‘S 


00'00g‘I 
oS 191 ‘9¢ 


og gSf‘I ee 7 
vo'zt6'I ee Kk 
gI ‘691 ‘z¢ eee ee ee) ‘7 

:yeyidey 

4a t oe PewUNOIsIGG PeAladoy SI}0N 

oS'191‘S ee) aqeAéeg s}unOdDYy 

00°000'T¢ ee ee ee aqedeg S3}ON 


“SHILITIAVI'T 





oo Izb‘f1¢ 
00'g95‘t 
v6rogo's 


00°000‘I 
oo fZZ‘¢ 


pe ltr dene des (Ar0jUsAUT) §=ssIpuRYydIy 
oo’sitr eee eee eee ee eee a/a JO} BAIISIY 
:Sso'T 
06'S61‘S¢ 
og'orh'! corse reeseeces JqeAII9dyy syunody 
o1r'SgZ‘t$ Core eee eeeseeseees dJqRaAio0oy $3}0N 
occ dvetecgucccocvectet s}UdUSOAUT 
coed ew cseeeescccedecguesethsce ysea 
‘SLassy 


‘gor ‘gz AUVNUAAA LV SV “N ¥ “A “X JO WUld AHL AO LAAHS ADNVIVA 











The Advantages of Organization 
to the Accountant.* 


By Georce WILKINSON, C. P. A. 


As it is always a good plan to know exactly what we are 
talking about, I would quote to you the definition, given in my 
office dictionary, of the word Organization. It reads: “The 
systematic union of individuals in one body, whose officers and 
members work together for a common end.” 

Now, please mark those words: . . . “a body whose 
officers and members work together for a common end.” That 
means simply this: Just as long as you continue to work together 
(officers and members), you are an organization, and when you 
cease to work together, you cease to be an organization. 

In certain important ways an organization is like a govern- 
ment. The organization you have formed is in fact a democratic 
government. Laws are now being made for the purpose of main- 
taining discipline, and certain of your number will be chosen by 
you to govern the Institute and administer its laws. This demo- 
cratic government, which you have created, will, like all good 
governments, “ derive its just powers from the consent of the 
governed.” 

In passing hastily by, please just give a fleeting thought to 
the United States Navy; to the Army; to the Census Bureau; to 
any branch of the Federal Government. What would these 
amount to without organization ? 

It is quite worth while to devote a few minutes here to-night, 
when we are inaugurating a new society, to look at the name you 
have chosen, “ The Philadelphia Institute of Accounts.” Here 
we have three principal words, and the meaning of each word is 
most fully applicable to the purpose: 

Philadelphia—The City of Brotherly Love. 

Institute—An established society pledged to some special work. 

Accounts—The written history of financial transactions. 


Me Lecture delivered to The Philadelphia Institute of Accounts, Friday Evening, April 24, 
1908. 
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It is quite clear, then, even if no declaration to this effect were 
contained in the constitution of the Institute, that you have formed 
a fraternal society, pledged to the study of the work you have 
chosen for a livelihood. 

It seems to me that you could not have chosen a better thing 
to do—nor a better name to do it under. The thing itself is well 
worth while—the name exactly fits. 

Under the old order of things, before the advent of organized 
movements, such as this, the motto used to be: “ Keep It to Your- 
self.” The bookkeeper, who thought he had a good idea, would 
hold on to it, and if it had to come to light, he would have it copy- 
righted. He would say, “ What’s the use of giving away your 
ideas? Let the other fellow find it out for himself; nobody ever 
taught me for nothing.” 

Under the new order of things, when the Philadelphia Insti- 
tute of Accounts shall have got into good working order, we shall 
live in an atmosphere of mutual helpfulness. The motto will be: 
“ Let your light shine beiore men!” We shall be glad to tell our 
brethren our ideas, and, iti return, we shall be glad to listen to 
their ideas. This is the difference between barbarism and civili- 
zation, between old-fashioned selfishness and modern enlighten- 
ment. 

Standing as we do at the threshold of an unknown future, we 
may do well to look around for what may be helpful to us in the 
history of other similar organizations; history written for our 
guidance, if we are but willing to accept it. 

‘In this connection, I may name to you three other societies 
somewhat similar to your own: (1) “ The Institute of Chartered 
Accountants in England and Wales,” (2) “The Pennsylvania 
Institute of Certified Public Accountants,” (3) “ The Institute of 
Accounts,” of New York City. 

Now mark the use of the term “ Jnstitute” in the name of 
each of these organizations, and the important significance it has 
for us. 

First, The Institute of Chartered Accountants. This society 
was formed in May, 1882, to associate in one body all the pro- 
fessional accountants practicing in England and Wales. As its 
name indicates, this Institute was organized under a special char- 
ter received from the British Crown. Through the medium of 
the Institute, the practice of public accountancy has maintained 
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a position of the highest respect in England, on a par with the 
learned professions of medicine and law. 

To secure membership in the Institute of Chartered Account- 
ants, a man must have served an apprenticeship of five years in 
the office of an established firm of Chartered Accountants, and 
must pass no less than three distinct educational and technical 
examinations, involving considerable study and close application 
on the part of the student. These provisions are excellent; but 
to those who cannot comply with the educational qualifications, 
these conditions seem to be unnecessarily harsh. 

That is how it came about, some few years after the Institute 
was formed, that there was born another organization of profes- 
sional accountants in England called “ The Society of Accountants 
and Auditors.” This society was incorporated under the general 
laws of Great Britain. It admits to membership men who can 
pass a pretty stiff technical examination, even if they have not 
served an apprenticeship of five years. 

The Institute and the Society have been in rivalry for years; 
at some times most bitter, at other times quite friendly. I am 
pleased to tell you that just now the tone is decidedly amicable. 

Members of the Institute of Chartered Accountants, and to 
a certain extent the members of the Incorporated Society, have 
emigrated from England to all parts of the world and have carried 
with them the sound accountancy principles and teachings they 
learned in England. We have several of them in this country 
and we count them, or some of them, among our brighest lights. 

. The Second Institute I would invite your attention to is “ The 
Pennsylvania Institute of Certified Public Accountants,” a society 
originally organized in March, 1897, to foster the interests of 
public accountants in this state. 

Among the present qualifications for full membership, an 
applicant must be a citizen of the Commonwealth of Pennsylvania 
and must have passed the examination prescribed by the State 
Board for the degree of C. P. A., Certified Public Accountant. 

The Pennsylvania Institute is affiliated with the American 
Association of Public Accountants, and under its auspices will be 
held the Twenty-first Annual Meeting of the National Associa- 
tion, at Atlantic City in October next. There will be a large 
gathering and big doings. 

Some of the members of the Pennsylvania Institute have 
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devoted a great deal of their time to the advancement of account- 
ancy education in this city. In 1901 certain of the members in- 
augurated a class of students in accountancy and commercial law, 
and devoted a large part of their leisure to the work of teaching 
the students, who were, for the most part, young men occupying 
positions as bookkeepers, cashiers and clerks in Philadelphia busi- 
ness houses, and who had only their evening hours to devote to 
study. 

These classes were held three nights a week in the offices of 
one of the large firms of accountants, in the Stephen Girard Build- 
ing, and out of this early effort grew the Evening School of 
Accounts and Finance of the Wharton School of the University 
of Pennsylvania. What a far-sighted, useful, and unselfish work 
this was, few of us realize; though we all know that it was the 
inauguration of a most important educational movement. 

The Pennsylvania Institute of Certified Public Accountants 
is young and has but a comparatively small membership at this 
time, for the reason that the class from which its members can 
be recruited is limited to Certified Public Accountants of this 
State, practicing in this State. 

The Institute has still much useful work before it. Monthly 
meetings are held, except in the summer season, and topics of 
moment to the profession are discussed. 

Coming now much nearer to your own personal interest, I 
would mention the third and last similar society, namely, “ The 
Institute of Accounts,” of New York City, an organization 
originally formed in May, 1882, as the “ Institute of Accounts and 
Bookkeepers.” 

This Institute, unlike the other two previously mentioned 
societies, is in no sense a professional guild, but is a scientific body. 
Like your own society, it is a voluntary association of individual 
accountants, engaged in various walks of life, who are grouped 
together in one body for mutual advantages, mainly in an educa- 
tional direction. The scope of the Institute is suggested in the 
three watchwords that have been chosen to be included in the Seal 
of the Institute :—KNowLEpGE—EXPERIENCE—INTEGRITY. 

The Constitution of the Institute declares that it is devoted ta 
the study of accounting; to broaden the scope of the science of 
political economy ; to secure a proper recognition of accounting; 
to originate and circulate the literature of accountics; and, in 
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many other useful ways, to advance the science of accounting. 
The Institute holds regular meetings on the 15th of each month, 
and boasts—with good cause, it seems to me— of being the oldest 
organization of accountants in the United States. The usual pro- 
gram of the meetings comprises a brief business session, followed 
by a lecture on some accounting or financial subject, after which 
there is usually a discussion on the subject of the lecture. 

Its membership comprises, at the present time, about one 
hundred and thirty-five accountants, some of whom are Certified 
Public Accountants, the majority, however, being, like yourselves, 
in salaried positions. The membership is by no means confined 
to New York, some of its members being scattered throughout the 
West and South. 

That the membership of the Institute appears so small, for the 
field it covers, is due to the fact that it has been conducted on 
somewhat exclusive lines, and that, at no time, has the Council 
let down the bars. 

All accountants, in order to gain admission to the Institute, 
must pass an Entrance Examination as to general fitness and 
qualifications ; while “ Fellowship” in the Institute—the highest 
grade of membership—is only attained after passing a stiff 
practical and technical examination. 

In the old days, before the enactment of state legislation 
establishing the C. P. A. degree, The Institute of Accounts used 
to issue engraved certificates to its fellow members, upon their 
passing the technical examination, granting such Fellows the 
right to style themselves “ Certified Accountants,” but of recent 
years the granting of this title has been discontinued. 

It is not at all commonly known that this pre-existing charter 
right of the Institute, to confer this title, was what led us to 
adopt the long and clumsy designation of “ Certified Public 
Accountants.” Now, although the Institute has abandoned the 
issuance of its home-made diplomas, we have to bear up under the 
burden of a three-word name for the rest of our lives; this for the 
reason that so many states have secured legislation establishing 
the designation of C. P. A. that it is now too late to make a 
change, even if we would. 

The Institute of Accounts of New York is reported to be in a 
healthy condition and I feel sure will be glad to offer the helpful 
hand to its younger sister in the Keystone State. 
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The organization of the Institute of Accountants, in New 
York, has been of much advantage to its individual members, 
and has doubtless added its influence to the general uplift we have 
all felt. For all further particulars I would refer you to Colonel 
Henry Harney, of New York City, who is, and who has been, the 
President for so many years that the memory of man runneth 
not to the contrary. 

One of the questions which the Council of The Philadelphia 
Institute of Accounts will have to face at some future time, not 
far distant, is this: “ Shall there be an entrance examination?” 
Just now the bars are down; the door is wide open; for it is 
publicly announced that “ Membership is open to every person 
in any way interested.” Another question, which the Council 
must face at an earlier date, is this: “ Shall membership be con- 
fined to the male biped ?” 


x * + * * * 


Never before, in the history of education, has there been 
manifested such eagerness to learn. Realizing, after he has got 
into business and begun his battle with life, how much he missed, 
through inattention during his school days, many a young man 
is now eager to devote his leisure to study. In other cases oppor- 
tunities have been lacking—young men have been obliged to 
earn a living from an early age and their educational shortcom- 
ings are no fault of theirs. Many of these are devoting three 
and four nights a week to class studies, while others are working, 
even harder, at home, ruining their eyesight and shattering their 
nerves, in an attempt to better their educational equipment. May 
success crown their efforts! 

After that what comes? Just at this time there is no well 
recognized diploma which an accountant or bookkeeper in the 
employ of a financial, mercantile or manufacturing house can 
secure, and which he can offer to a prospective employer, as a 
gauge of his efficiency. Business college diplomas are to be had 
by little boys and young girls, after a few months’ schooling, but 
there is no certificate which can be called “ A Man’s Size.” 

This is doubtless one reason why we find so many young 
men, and some men who are no longer young, studying and 
planning to take the examination of the Pennsylvania State Board 
of Examiners of Public Accountants—established by the law of 
1899—commonly known as the C. P. A. Examination. A certifi- 
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cate signed by the Governor of the Commonwealth of Pennsyl- 
vania is, assuredly, a valuable business asset and is an unim- 
peachable guarantee of efficiency. 

And this seems to lead us, logically enough, to look briefly 
at what organization has done for those who are engaged in 
accountancy work in the wider field—I refer to the public 
accountant. 

Twenty, or even twelve years ago, the public accountant was 
little known in the business community of the United States, and 
was understood by very few in this country; although, as I have 
said before, he has been recognized for many years as a pro- 
fessional man in Great Britain. With a few isolated exceptions— 
notably the late John Heins, and the late John W. Francis, both 
of Philadelphia—there were very few public accountants outside 
of New York City. In 1887, twenty-one years ago this coming 
summer, there was organized in Manhattan, and incorporated 
under New York laws, an association of individuals named “ The 
American Association of Public Accountants.” 

At first this society seemed to fill all the needs of our pro- 
fession, for the reason that, while most of the members practiced 
in New York, an accountant in any part of the country could 
become a member. A few did. 

All the meetings were held in Manhattan (they had to be) 
and the governing body, called the Board of Trustees, was made 
up entirely of New York accountants. This condition continued 
for many years, but was not relished by the long-distance mem- 
bers. The accountant practicing in Oregon or California could 
not eat the meat and drink the wine served at the annual dinner, 
held in New York City; but his name was on the list of members, 
and he held a certificate. He never met his fellow members and 
knew nothing of their doings; but he paid his dues. There were 
several times when the old American Association nearly went to 
pieces. There seemed to be nothing to live for. Briefly stated— 
there was nothing doing! 

In 1896 several of the New York accountants got together 
and secured the passage of a law at Albany, authorizing the 
Regents of the University of the State of New York to examine 
professional accountants and to grant to those who met all 
requirements a certificate authorizing them to style themselves 
“ Certified Public Accountants,” and to use the initial letters 
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In March, 1897, just eleven years ago, my partner, Mr. Ernest 
Reckitt, and I organized the first State Association of Public 
Accountants in Chicago. This society still continues and has a 
large membership. At almost exactly the same time the late Mr. 
Charles Waldo Haskins organized a similar society in New York, 
while my friend, Mr. Joseph Edmund Sterrett, of this city, organ- 
ized “The Pennsylvania Association of Public Accountants.” 
Many similar societies sprang up in quick succession, each of 
them localized in a large city, and, for the most part, incorporated 
under state laws. 

In 1902 all the state societies then organized were invited 
by the Illinois Association of Public Accountants to send dele- 
gates to a Convention at Washington—the National Capital—to 
discuss plans to form an organization of professional accountants, 
which should be national in its scope and purposes, and whose 
method of control should be modeled somewhat upon the federal 
government of the United States. 

The Convention was well attended and was, from the first, 
enthusiastically in favor of forming just such a federal body as 
was proposed by the Illinois accountants. As a result there was 
then formed a body which had in its membership all the state 
societies then organized except one; which one was not, at that 
time, invited to join. This federal organization was handicapped 
with the following name: “The Federation of Societies of Pub- 
lic Accountants in the United States of America.” With your 
permission, I will refer to it as “ The Federation.” 

' Annual conventions were held in Washington and were 
attended by representative accountants from all sections of the 
United States, acting as delegates for their respective societies. 
Under the auspices of the Federation, many new state societies 
of accountants were formed, and the movement of organization 
spread all over the country. Repeated assurances have been 
given to me, in all sections, that the accountants have benefited by 
this organized movement. 

In September, 1904, the Federation invited the professional 
accountants from every state to join in holding a Congress of 
Accountants at St. Louis, under the auspices of the World’s 
Fair. The Congress was held and was a great success. Possibly 
one of the best evidences of this is that the second edition of the 
Official Record of the Congress, published at one dollar the copy, 


52 








ih as 





Advantages of Organization to the Accountant. 


has been entirely sold out. Present requests for the Record, 
which is still in demand, cannot be met. 

Soon after the holding of the Congress, a movement was set 
on foot, afterwards successfully carried out, under which The 
American Association of Public Accountants, organized twenty- 
one years ago, was amalgamated with the Federation, to the end 
that there should be but one national organization in our pro- 
fession. The name, the ancient traditions and the membership 
of the American Association are substantially all that remain of 
the old order; while the form of government of the Federation 
has been adopted with only such alterations as became necessary 
to meet the changed conditions. All the societies affiliated with 
the Federation joined the American Association, which now num- 
bers seventeen societies in its membership. 

One of the chief advantages of the organization of the pro- 
fession of public accountancy in the United States is being felt 
in the growing uniformity of accounting methods, of professional 
standards and of remuneration; while the greatest benefit of all 
attaches to securing what is substantially uniform state legis- 
lation throughout the country. 

Over a dozen states have secured the passage of legislation 
establishing the degree, or professional designation, of “ Certified 
Public Accountant,” and the rules, established by the several 
Boards, and the methods of procedure, under which qualifying 
examinations are held, are substantially uniform, only differing 
in details. 

It is hard to over-estimate the advantages that will accrue 
to the future generation of Certified Public Accountants through 
the successful accomplishment of this organization while the 
profession is still in its infancy. 

Pursuing the theme, chosen for this evening’s address, I 
would ask you :— 

What are you going to do in this Institute, now that you have 
formed it? It will certainly not be, in any sense, a labor union, 
for the control of wages. 

In associating yourselves together as an organized body 
politic, you have no grievous wrongs to right; there is no national 
or state legislation that you must secure; no widows or orphans 
are crying for redress; no relentless war is to be declared against 
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existing conditions. It is not part of the purpose of this Institute 
to attack the giant monopolies. 

I much mistake the purpose, in the minds of the founders of 
this Institute, if there is any intention of entering into politics, 
municipal, state or national. The work of the Institute will be 
more on the academical order, more of an educational institution. 
It is pointedly announced on the letter paper of the Institute that 
this is “a serious association, organized for the study, advance- 
ment and promulgation of accounting.” 

In every way yours is a peaceful mission, looking to the 
improvement of your own condition—for charity, the greatest of 
all good works, begins at home. You are organized to help your- 
selves and to help one another. Each unit of the organization is 
to help the other units. 

It is not given to each one of you to inaugurate a new move- 
ment, to inscribe your name in large bold type on the roll of 
honor. But it is given to each and every one of you to do some- 
thing for the betterment of your own and your neighbor’s welfare. 

There is latent, within the mind of each one of you, some 
useful force, waiting for an opportunity to bloom forth in good 
work. This useful force may take the form of some bright idea 
along the line of your own daily work which heretofore may not 
have been thought out. It may be that you have in mind some 
quick way of computing interest on an overdue account, or of 
averaging an account sales. It may be that you have designed 
some forms, which, with a slight change in the details, could be 
adopted with marked advantage to other businesses. It may be 
that you have thought out a form of bills payable book, so 
arranged that you can post direct to the Ledger, without journal- 
izing ; and which will still serve as a maturity Register. Or pos- 
sibly your form of making up a Balance Sheet, and the order you 
have adopted of grouping Assets and Liabilities, may be better 
than anything that has yet appeared. 

All these things you will be ready to talk to your fellow mem- 
bers about, as soon as the opportunity affords, and you find your 
tongues. Many really valuable suggestions are lying dormant in 
your minds waiting for an opportunity to be born—waiting to be 
made use of by you, and by others. The organization of “ The 
Philadelphia Institute of Accounts” affords just exactly this 
opportunity, and it will not be long before many of you will avail 
yourselves. 
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Why, gentlemen, we can all learn. It is only the ignoramus 
who thinks he knows it all. We can learn something from the 
most stupid “duffer” in the class. Nobody should hesitate an 
instant to speak his mind. Any idea is better for being venti- 
lated. Let the brothers hear what you have in mind, whatever 
it is. A vain theory exploded is often very enlightening. 

I know that many of you are devoting a great part of your 
leisure hours to study, in an effort to better your condition, to 
broaden and deepen your knowledge of the science of account- 
ancy and business management, and in this way to increase the 
value of your services to your employers. 

To all such I wish to extend my most cordial congratulations. 
In no way can you better increase your value to your employers 
and ultimately increase your own income than to make yourselves 
masters of all that appertains to your daily work. 

The theoretical knowledge you acquire at the business college 
or at the Wharton School of Accounts, or by individual study at 
home, must be supplemented by actual experience in the practice 
of those theories. And how better shall you acquire that practical 
experience than by comparing notes with your fellow members in 
this Institute ? 

I am told that the committee has arranged that there shall be 
lectures periodically and that some of these shall be given by 
practicing public accountants, men of wide experience. You 
will have an opportunity to discuss among yourselves the lectures 
that you hear, and possibly to put the theories to the test. 

The ladder of life is crowded at the bottom and each one is 
trying to elbow his fellows out of the way, that he may gain a 
foothold for himself. But there is always plenty of room at the 
top, and the fellows whom you find up there are ready to offer you 
a helping hand. 

There is generally a fair demand for cheap bookkeepers and 
clerks, at starvation wages, but there is no demand whatever for 
mediocrity. Our aim should be to excel, to make the goods we 
have to sell or the services we have to offer the best goods and 
the best services that the market affords. In this way only can we 
hope to gain the highest prizes. 

The rewards for industry, intelligence, faithfulness and per- 
severance vary greatly according to circumstances and the faculty 
for appreciation manifested by employers; but I feel sure that it 
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can fairly be said that adequate remuneration awaits the delivery 
of services thus characterized. 

The future of “ The Philadelphia Institute of Accounts” is 
going to be just what you gentlemen here to-night, and others 
who shall join hands with you in this good work, shall make it. 
Your opportunities are great and the usefulness of the Institute 
will continue just as long as you maintain the attitude of mutual 
helpfulness, of which I have spoken. 

Looking back over a good many years of work, in much this 
same line of usefulness, I am able to peer into the future on your 
behalf and see for you many useful deeds unselfishly done for 
the good of all; many cares and tribulations for some of you; 
periods of inertia, periods of excitement, periods of change, and, 
maybe, periods of conflict. 

Some of you will drop out, for one cause or another; some 
of you will be called away; many of you, I hope, will endure ; and 
those of you who shall meet together, here in the city of Phila- 
delphia, in ten years’ time will, I am sure, say that much good has 
been accomplished by “ The Philadelphia Institute of Accounts.” 





Firm Changes. 


Lybrand, Ross Bros. & Montgomery, formerly located at 43 Exchange 
Place, New York, have removed to 165 Broadway, New York City. 

Mr. Raymond G. Cranch, C. P. A., has opened an office at 1505 Arch 
Street, Philadelphia, and intends to give special attention to the investi- 
gation of investment propositions. 

Walter V. Buck, formerly Philadelphia manager of the Audit Com- 
pany of New York, has become a member of the firm of Stone, Latham 
& Company, of New York, public accountants. 

Mr. H. C. Whitehead announces his permanent location for the prac- 
tice of public accountancy from May 1, 1908, 206 La Salle Street, (Corn 
Exchange Bank Building), Chicago, Illinois. He will act as the Chicago 
correspondent of Touche, Niven & Company. 

Touche Niven & Company announce the inauguration of a Production 
Costs Department, which will be in charge of Mr. Ellsworth M. Taylor. 
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EDITORIAL. 


The Case Against Speculation. 


Periods of legislation against the stock and produce exchanges 
recur about every ten years, and the coincidence of these periods 
with times of industrial depression and crises leads one to sus- 
pect a casual connection between the two. It is not necessary to 
look far in order to discover a relation of this kind. It lies in the 
fact that the various groups of producers are so related that a 
feeling of divided interests is created in the process of procuring, 
preparing, and delivering a commodity to the consumer, There- 
fore, the farmer regards the transportation agencies and the mar- 
ket organizations with distrust, since it is through them that he 
must deliver his goods. The railways are attacked as demanding 
extortionate rates, and the exchanges and systems of warehouses 
are accused of depressing farm prices for their own advantage. 

On the other hand, manufacturing centers declaim against the 
railways for hauling to competing places at too cheap a rate, and 
say that their cost of production is unreasonably high through the 
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efforts of the boards of trade and other commercial organizations 
to keep prices above what is warranted by the true conditions of 
demand and supply. This anomalous situation is often exempli- 
fied by farmers’ meetings in one part of the country voting 
against speculation in wheat as tending to unduly lower prices, 
while at the same time, in other conventions, or associations of 
millers, resolutions are being passed which denounce dealing in 
“ futures” as having the effect of unfairly raising the price of 
wheat. 

Because of the peculiar situation of the organized exchanges 
at focal points where the numberless influences converge that 
determine values and register them in quoted prices, it is perhaps 
natural that the effect be often mistaken for the cause in the mat- 
ter of price determination. And here arises the close connection 
between the industrial crises and periods of legislative activity 
against “speculation.” Business depression means a downward 
movement of the general price level, and the exchanges are the 
first places to register the change—often in advance. The busi- 
ness world does not immediately realize that underlying condi- 
tions of demand and supply have assumed, or are assuming, new 
relations ; perhaps they are even loath to recognize a situation so 
much the reverse of a time of buoyancy and high and advancing 
prices. Therefore, from the point of view of the business man, 
the price changes seem due to manipulation, for is it not evident 
that the trader wishes to buy as cheaply as possible, and sell as 
dearly as he can? This sentiment is always present, but. only 
after the strain of a continual downward pull in prices does it 
become active and find expression in legislative measures for the 
regulation or suppression of the market organization. 

Two other factors become especially evident at such a time, 
and add impetus and strength to the anti-speculation movement. 
The first is dependent upon the fact that price movements from 
one level to another are not uniform, nor is the path downward 
represented by a smooth inclined plane. Fluctuation in prices is 
the order of the day, and uncertainty is the breath of life to specu- 
lation. Thus with the speculator very active at a time when his 
motives are being impugned, and public attention directed to his 
operations, it is easy to imply that increased speculation is the 
cause of increased business distress. Furthermore,—and this 
leads to the second factor—during such periods of speculative 
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activity the results of “ overtrading ” are presented day after day 
in the numerous failures of those who, through misjudgment, 
ignorance, or blind gambling, have failed to read the times aright. 

With such failures go the frequent disclosures of dishonest 
practices. These involve not only the business but the moral 
integrity of large numbers of the business community. Conse- 
quently, there is added to the anti-speculation movement the 
strong support of those who see only danger to society in a mar- 
ket organization, which in order to secure the benefits to trade of 
an “active market,” does not place sufficient obstruction in the 
way of folly, ignorance and the “ passion for gambling.” 

Such, in brief, are the underlying reasons and the source of 
the strength for the movement against speculation. Its sup- 
porters, however, argue that such a position on the part of those 
opposed to speculation is due to a misunderstanding of the eco- 
nomic function of the speculator, and a confusion of ideas which 
do not discriminate between speculation (the taking of necessary 
risks) and gambling (the taking of unnecessary risks). As long, 
says the speculator, as there exist time and space and climate and 
human nature, there will be risks; and he believes that the busi- 
ness of the world can be more economically conducted with all 
available knowledge of changes, probable and possible, at hand, 
than is possible when ignorant uncertainty prevails. In this 
sense it is true, as Mr. Sereno S. Pratt says, “‘ The speculator is 
the pioneer of enterprise.” Furthermore, if such risks are to be 
assumed by a special class of men, there must be a return of 
profits proportionate to the risk involved. It is the possibility of 
adding largely to the capital employed that calls forth a class of 
men who devote themselves, according to Mr. Thomas F. Wood- 
lock, “ to the science of appraising values of securities, and fore- 
seeing coming changes therein. . . . This process performs 
an important economic function in continually adjusting prices to 
changes in value.” 

In addition to the above, Professor Emery contends that any 
attempt on the part of governments to interfere with organiza- 
tions that have the sanction of world-wide commercial practice is 
attended with much danger. He draws attention to the fact that, 
historically, state legislation has ever failed to remove the evils 
connected with speculation, without inflicting an injury upon 
trade and industry too great to be borne. 


59 














The Journal of Accountancy. 


With the supporters of speculation arguing that its purpose is 
legitimate, that the business of the speculator is directed by wis- 
dom and a thorough knowledge of conditions, there can be but 
one answer to the criticism that the banks in loaning capital to 
“Wall Street” are diverting it from the productive industries. 
Money so employed under such conditions must be worthily 
invested. But the later opponents of speculation are denying the 
statement that the speculator uses wisdom and intelligence as the 
basis for his operations. They demand more convincing proof 
than that presented in the marvelous system of news gathering 
centering in the various exchanges. They want the proof which 
rests upon the results of speculation to the trader, who, according 
to them, knows nothing of conditions and yet on whose account 
over ninety per cent. of the business is transacted; and it is 
further claimed that the books of the brokers would disclose the 
startling fact that these same “traders” never win. 

This is the point which needs investigation. It is not enough 
to show that business risks are inherent in the nature of things, 
nor is it sufficient to prove that intelligent business men thor- 
oughly equipped with every means of interpreting the signs of 
the times, and supported by sufficient credit to enable them to 
employ the funds of banks in their speculative enterprise, would 
be economically justified in their position. The complaint is made 
that this is not the case and that this high business ability is 
chiefly directed to the cultivation of the gambling propensities of 
the race, and to the persuasion of “lambs” to part with their 
money. If the accusation can be proven false, it is for the men of 
Wall Street to break through their accustomed policy of silence 
under attack and make a serious effort to dispel the delusion. It 
may be necessary to supply enormous amounts of capital for the 
support of speculative enterprise. It is estimated that the cotton 
crop alone demands $200,000,000 per season, and that this capital 
can only be acquired through the exchanges. But the capital so 
acquired may be gained at too great a sacrifice. Insurance is 
needed and is easily justified, but the state found it necessary to 
check insurance methods which played upon the tontine ten- 
dencies of mankind. It is also easy to prove the necessity of 
money in running a government, but the lotteries of earlier times 
have been legislated out of existence. If the capital which fur- 
nishes the opportunity for “ hedging ” has it source in the weak- 
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ness of human nature, the system of speculation should be investi- 
gated. It is not the capital furnished by the banks to the brokers 
that the opponents of speculation need to be concerned about, but 
the capital that supports the credit of those who borrow from the 
banks. 





On another page of THE Journat will be found the text of a lecture, 
given the other evening to The Philadelphia Institute of Accounts, by 
George Wilkinson, C. P. A., on a subject of much interest at this time, 
namely, “The Advantages of Organization to the Accountant.” 

In his lecture Mr. Wilkinson reviewed most briefly the history of 
three other institutes, namely, the Institute of Chartered Accountants of 
England and Wales, the Pennsylvania Institute of Certified Public 
Accountants, and the Institute of Accounts of New York, and told his 
hearers of the advantages that had been gained by accountants through 
these organizations. 

In view of the widespread interest that is being taken in the next con- 
vention of The American Association of Public Accountants, this lecture 
will be read with much interest. 





An interesting and valuable literary programme has been arranged by 
the committee for the first annual meeting of The American Association 
of Public Accountants, to be held next October, at Atlantic City. It will 
be learned with satisfaction that the papers are to be printed in advance 
of the meeting and “ presented” at the convention. This means that the 
Essayists will have ten minutes for a speech instead of an hour for a 
lecture. Good! 





Accountants are reminded to make arrangements for their annual 
vacations so as to fit in with the twenty-first Annual Meeting of The 
American Association of Public Accountants October 20 to 22, 1908, at 
Atlantic City. 
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Semi-Annual Meeting of the Board of Trustees. 


The semi-annual meeting of the Board of Trustees of The American 
Association of Public Accountants was held at the Hotel Astor, New York 
City, on Tuesday, April 21, 1908. The following members of the Board 
were present: Elijah W. Sells, President, New York; T. Cullen Roberts, 
Secretary, New Jersey; Guy H. Kennedy, Ohio; Adam A. Ross, Jr., Penn- 
sylvania; Charles L. Hehl, Maryland; Alexander E. Fowlie, Colorado; 
Elmer B. Yale, New Jersey; Frank G. DuBois, New Jersey; R. H. Mont- 
gomery, Pennsylvania; Edward L. Suffern, New York; Franklin Allen, 
New York. 

In response to an invitation sent by the president there were also 
present the following gentlemen, Chairmen of various committees, but 
not members of the Board of Trustees: A. Lowes Dickinson, Illinois, 
Chairman of the By-Laws Committee; J. R. Loomis, New York, Chair- 
man of the Committee on Education and of the Committee on Journal; 
George Wilkinson, New York, Chairman of the sub-Committee on Attend- 
ance and Invitation of the Committee on Annual Meeting, 1908; and Dean 
Joseph French Johnson, Secretary of the Committee on Education. 

After the making of certain amendments, supplying an omission as to 
the election of members in the minutes of the last preceding meeting, those 
minutes were confirmed as printed in THE JouRNAL or AccouNTANCY for 
December, 1907. 

Attention was called to Article I, Section 9, of the By-Laws, providing 
that the places of members of the Board of Trustees who absent them- 
selves from two consecutive meetings without sufficient reason may be 
declared vacant. After reading the excuses for absence from those to 
whom this clause applied, it was unanimously consented that all excuses be 
accepted and that no penalties be imposed. 

Certain claims appertaining to the expenses of the last annual meeting, 
held at St. Paul, were disallowed with regret, the Board being of the 
opinion that it had no right to allow items for which appropriations had not 
previously been made. 

Reports from various state societies were presented. A resolution was 
adopted in reference to members in arrears for dues that they be notified 
that unless they pay within thirty days their names will be stricken from 
the roll, and that their names be so stricken off unless payment be made 
as specified. 

Action was taken on the application of the Certified Public Accountants 
of Louisiana. It appeared that in anticipation of legislation in that State 
which would render the use of the word “ Certified,” as a part of their 
title, appropriate and admissible, the society had adopted the title given 
above. On the understanding that the Society would make no use of the 
designation as individuals until they shall become legally entitled to do so, 
it was voted that the society be admitted to membership. 

The Rhode Island Society of Certified Public Accountants was also 
admitted to membership. 

A new society having been organized in Colorado to succeed the one 
now a member of this association, and Mr. Alexander E. Fowlie (President 
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of the old society and also a member of the new one), stating that he was 
authorized and would now present the resignation of The Colorado Society 
of Public Accountants and apply for the admission of The Colorado 
Society of Certified Public Accountants in its place, it was voted to accept 
the resignation of the old society and to admit the new society to member- 
ship, fees and dues to be adjusted. 

The report of the Committee on Examinations, Qualifications and 
Elections was read, and the following named gentlemen admitted to mem- 
bership: Fellow-at-Large: * Harry Treat Beers, C. P. A., New Haven, 
Conn., Associates-at-Large: John Doherty, New York; Maurice Feigen- 
baum, New York; Alexander Clark Rae, Portland, Oregon; Shepard Rare- 
shide, New York; James Fletcher Ruark, New York; Society Fellows: 
Herbert H. Albee, Massachusetts ; Robert H. Harper, Massachusetts; New- 
man W. Storer, Massachusetts; Harris C. Bentley, C. P. A., New Jersey; 
Society Associate: Frank Samuelson, Jr., C. P. A., New Jersey. 

In other respects the report of the committee was accepted and adopted. 

The report of the Treasurer, Mr. H. T. Westermann, showing a bal- 
ance of $2,098.47, was presented and received: 


Balance on hand as per Treasurer’s report, Septem- 








So dulce od dial alenis tna edie atk neta ed $1,800.11 
Less: 
Stationery and printing...............eeee0- $34.05 
SE ncn cn chub on etsibedeenes 51.50 
Annual meeting—1907 .............eeeeeeees 400.00 
° —_ 485.55 
Balance turned over to Treasurer H. T. Wester- 
mann—October 26, 1907.......sssseceuccsseceees $1,404.56 
TREASURER’S REPORT. 
OcToBER 26, 1907, TO MARCH 31, 1908. 
Balance in Trust Company of America............ $1,404.56 
Receipts : 
PPR AC Apa See econo, ad sa out beciedes ik $1,876.67 
I SINE Sr: 5, annctune scadicsdiieag veils antltnn 50.00 
I aii ieee eas thik died hn tes, teil sik qunteiiine ie 37.50 
Subscriptions to Year Book ...............e00. 6.00 
Refund of Expense Account by J. E. Sterrett..... 110.00 
Interest on bank balances and exchange remitted. 0.64 
2,089.81 
ML: SeRAEh entlé si sna esenes chnteaenaenedeun $3,404.37 
Less 
IRI 5 5d wane 4 + waemcanindn mackie 1,395.90 
Cash Balance in banks and on hand at March 31, 1908 $2,008.47 


* Mr. Beers was elected a Fellow-at-Large with the understanding that he would resign 
as such as soon as a Connecticut State Society was organized When that Society becomes 
a member of the American Association he would come in as a Society Fellow. 
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At recess the members of the Board present and other invited gentle- 
men accepted the hospitality of the President and took luncheon with him. 


Mr. Dickinson, Chairman of the Committee on By-Laws, reported cer- 
tain amendments which in the opinion of that committee were required to 
conform with the constitution; and it was voted that the matter be 
referred to the Executive Committee. Sixty days’ notice to all members 
is required before it is proper to take action. 

The Committee on Legislation reported that since the last meeting no 
legislation had been enacted in any state (so far as was known) which 
would change the status of accountants or affect the association in any 
way. 

Mr. Loomis, Chairman of the Committee on Journal, reported espe- 
cially concerning the status of THE JouRNAL oF AccouNTANCY and the duty 
of members to support that Journal. The report indicated that the 
influence of that publication was broadening as was evidenced by the fact 
that distinguished members of the faculties of a dozen universities had 
joined the editorial staff to codperate with Editor Johnson. All these 
gentlemen are interested in commercial education. The committee found 
that the editorial scope of the publication had been growing broader and 
that its contents were attracting favorable attention and comment outside 
of the profession. During the last six months it has published notable 
articles on general business and financial topics. These have been widely 
quoted in the daily press and have caused a considerable increase in the 
demand for the publication on news stands, etc. It was a matter of regret 
to the committee that the members of the association seemed not to have 
given to THe JourNaL the generous, consistent, and loyal support which 
the committee believed to be its due. Three-fourths of its subscribers are 
not members, making it clear that its financial success is due more to 
outsiders than to members. Further, the Editors find it difficult to get 
prompt and trustworthy accounts of the proceedings of the state organ- 
izations, the officers thereof seemingly not thinking it worth while to report 
their proceedings promptly. The Committee favors bringing this matter 
to the attention of state societies, through the instrumentality of the 
Secretary, with the hope that more careful attention might be secured. 
The report of the committee was accepted and approved. 

Attention was also given to the proposal that the Board constitute 
itself a Trial Board to hear and consider questions raised in Docket No. 1, 
of the Rules of Professional Ethics, and a discussion arose on the subject 
of the right of the Association to take cognizance, through its Committee 
on Professional Ethics, of any practice by any member that might be 
deemed wrong or likely to injuriously affect the good repute of the Asso- 
ciation. After some discussion the President ruled that for the purpose 
of considering Docket No. 1 the Board of Trustees could not convene as a 
Trial Board under the conditions of the article creating the Trial Board. 

The Committee on Conciliation reported a recommendation that the 
Constitution and By-Laws be amended to provide for compulsory arbitra- 
tion of differences existing between rival societies in different states. The 
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report of the committee was accepted and provision made for delegating 
to the same committee the duty of drafting and submitting the proposed 
amendments. 

The Committee on Annual Meeting, 1908, presented, through its 
Chairman, Mr. Ross, of Pennsylvania, a report setting forth the advantages 
of Atlantic City and the Hotel Marlborough-Blenheim for the meeting 
in October, 1908. The report was accepted. In connection with it, Mr. 
Wilkinson, Chairman of the Sub-Committee on Invitation and Attendance, 
made a report which was also accepted and adopted. 

All business properly coming before the meeting having been disposed 
of an adjournment was taken to meet at Atlantic City, New Jersey, on 
October 20, 1908. 





Pennsylvania. 


The annual meeting of the Pennsylvania Institute of Certified Public 
Accountants was held Monday evening, April 2oth, at the rooms of the 
Business and Professional Club, Philadelphia, following an informal 
dinner. 

The following officers were elected for the ensuing year: President, 
Charles N. Vollum; vice-president, James W. Fernley; secretary, Joseph 
M. Pugh; treasurer, William W. Rorer; auditor, Richard L. Heverle; 
council, Herbert G. Stockwell, Edward C. Spaulding, William A. Witherup, 
T. Edward Ross, J. E. Sterrett; delegates to American Association, Robert 
H. Montgomery, Adam A. Ross, Jr., Charles N. Vollum; alternates, 
James W. Fernley, Charles Lewer, William W. Rorer. 





New Jersey. 


At a meeting of the New Jersey State Board of Public Accountants 
held on April 8, 1908, the following resolution was passed: 


Resotvep, That the New Jersey State Board of Public Accountants 
invite the examiners appointed by the Regents of the University of the 
State of New York, the examiners appointed by the University of Illinois, 
and the members of all State Boards of Public Accountants, to meet at 
the Marlborough-Blenheim Hotel, at Atlantic City, N. J., in October, 1908, 
to confer in regard to matters of mutual interest. 

It is said on behalf of the New Jersey State Board that it is their 
desire to have as full an attendance as possible. Formal invitations will 
be sent in due course. 

The New Jersey State Board of Public Accountants on April 8, 1908, 
as the result of examination recommended to the Governor Mr. Elial T. 
Foote, Mr. Harry C. Bentley and Mr. Frank Samuelson, Jr., as being 
entitled to receive a commission creating these gentlemen Certified Public 
Accountants of New Jersey. ; 
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The Central Association of Accountants. 


The Central Association of Accountants, one of the three large English 
societies, has lately established an American Center and is inviting properly 
qualified accountants in this country to become members. In response to a 
request from the editors of THe JourNaL or Accountancy, Mr. Charles 
J. Nasmyth, Secretary of the American branch, has contributed the follow- 
ing statement of the Association’s purposes and prospects: 


The importance, reputation and efficiency of membership of the Asso- 
ciation are of a high order, there being only two other English societies 
which can claim any precedence and that only on the ground of age, viz.: 
The Institute of Chartered Accountants in England and Wales, whose mem- 
bers are known as “ Chartered Accountants,” and the Society of Account- 
ants and Auditors, the members of which designate themselves “ Incor- 
porated Accountants.” The members of the Central Association are dis- 
tinguished by the appellation of “Associated Accountants” and are 
divided into two classes—Fellows and Licentiates. 

The approximate total membership of each of these three Societies is 
3,500, 2,000 and 1,000 respectively, but in the case of the Central Associa- 
tion it should be explained that the membership has been secured by 
individual accession and not by absorption of numerous small district 
societies, as was the case with the two older bodies. 

The character and advantages of these Associations are identical, but 
the Institute of Chartered Accountants in England and Wales prides itself 
somewhat on the fact that it is incorporated under a “ Royal Charter ” 
(which at the time it was obtained was more readily granted than in 
later years), the two other societies obtaining their respective charters 
under the “ Companies Acts.” 

There are, however, no special privileges, either in respect of powers 
possessed or the extent of legal recognition afforded, enjoyed by the Insti- 
tute of Chartered Accountants which are not equally enjoyed by the 
Society of Accountants and Auditors and the Central Association of 
Accountants; the only really material distinction between the three 
societies respectively being of a financial nature. The English Institute, for 
example, has in the course of its existence persistently accumulated a very 
substantial surplus, and many of its members have frequently criticised its 
policy in this respect on the reasonable ground that when an organization 
of this nature, with its avowed aims, reaches a stage in its existence where 
its assets exceed its liabilities by no less a sum than $350,000, more material 
benefits in the shape of concessions should accrue to the members whose 
subscriptions have contributed to this prosperous result, such concessions 
being along the lines of reductions in the entrance and annual fees or in 
some other equitable manner. 

Incidentally, it might not be amiss to mention that a number of the 
members of the two older societies have joined the ranks of the Central 
Association, although by doing so no additional advantages are afforded 
to such members which are not avowedly conferred by the other societies. 

The explanation of this condition would appear to lie in the feeling that 
energy and enterprise in behalf of the profession as a whole, and its indi- 
vidual members in particular, are scarcely, by reason of uninterrupted pros- 
perity, so apparent in the case of the two older societies, whereas they are 
supremely paramount in the case of the Central Association. 

ling now with the Association’s prospects of success in the United 
States, the cordial manner in which it has already been received and the 
results which have followed the establishment of a loeal center would seem 
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to justify the belief that the expectations of the Council that the Associa- 
tion would make a permanent appeal to the profession in this country are 
more than likely to be realized. The degree of success which a foreign 
professional organization can obtain cannot, of course, be measured by 
that of a native institution. 

In establishing its American Center, the Central Association of Account- 
ants did not desire in any sense to place itself in competition with any of 
the native professional organizations. It is obviously the duty of every 
man to support his native institutions first, thereafter extending his patron- 
age or support in such other directions as he may consider will best serve 
his interests. Moreover, it is scarcely likely that any foreign organization 
can offer to the native citizen all the benefits he may reasonably look for 
from his own institutions; but it is quite within the bounds of possibility 
that there may be some advantages and benefits to be derived from 
alliance with a foreign professional body, though the determination of 
this must of course rest with individual applicants considering prospective 
membership. To a native professional practitioner, for example, whose 
sphere of operations is very limited, a foreign organization could offer few 
advantages ; and to such, therefore affiliation with the Central Association, 
or any other foreign body, would not be very likely to appeal. On the 
other hand, in the cases of those practitioners whose operations are on a 
larger scale, and whose connections are more widespread, the benefits of 
foreign affiliation will be more readily appreciated. 

The primary objects of establishing an American Center of the Central 
Association of Accountants was to place at the disposal of practicing 
accountants in the United States of British birth or origin the advantages 
to be derived from affiliation with a parent body; the success which has 
attended the establishment of other centers in the various British colonies 
and possessions seeming to warrant such a step in this country. When 
later it was decided to extend the privileges to citizens of the United 
States who could qualify and who were willing to subscribe to the rules 
and regulations of the Association, and so gradually to endeavor to 
bring its work and aims to the notice of the entire English- 
speaking race, it was not anticipated that the project would appeal to all 
in quite the same sense in which a similar invitation from a native profes- 
sional organization to recognized practitioners in their own country might 
reasonably be expected to appeal. Indeed, except perhaps in the case of a 
few practitioners whose connections are sufficiently widespread to 
extend outside the boundaries of the United States, it is perhaps a question 
whether any special advantage would accrue to the American practitioner 
from affiliation with a foreign accountancy organization. 

As having some bearing on this subject, however, it may be of interest 
to mention that there is at present a movement on foot in England to 
obtain parliamentary legislation to regulate the practice of accountancy— 
such proposed legislation being intended to establish a scheme of registra- 
tion on lines similar to those governing the legal and medical professions. 
The effect of such legislation would, of course, be to define the status of 
the public accountant and auditor and give him official recognition as a 
licensed practitioner. All the members of properly incorporated British 
bodies of accountants existing at the time the act is passed would be 
admitted to registration simultaneously—admittance to registration there- 
after being only obtainable by passing the prescribed examinations. 

It is obvious, therefore, that under the above plan practicing account- 
ants in the United States affiliated with any incorporated British account- 
ancy organization would be admitted to registration whenever the legis- 
lation above referred to was obtained and became operative; and it is a 
logical conclusion that the certificates of accountants practicing in the 
United States and admitted to registration in England would then be 
accepted in the latter country without question. 
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AUDITS, by Arthur E. Cutforth, A. C. A., London, 1908. 151 pages. 


Price $2.00. 
This book in the words of the author “has been compiled . . . to 
lay down .. . the main duties of auditors and the principles 


affecting their work. Secondly, regard has been had to the needs and 
requirements of students for examination, in the choice and treatment 
of the subject dealt with.” 

This is not a treatise containing a great many original ideas; in fact it 
is rather a compilation of the ideas of Mr. Pixley and Mr. Dicksee, respect- 
ively, in a condensed form, giving information as concisely as possible. 
It is very doubtful whether American students of accountancy could 
advantageously use this book, in view of the admirable American edition 
of Dicksee’s Auditing. Practitioners may find some parts of use, espe- 
cially those portions which are stripped of Acts of Parliament or law 
reports. 

There is this much to be said in favor of this edition: The subject 
matter is very clear, and it is arranged in a systematic, consecutive order. 
It is brief and concise where the case demands it, yet expanded where 
important items occur. In contradiction to most books on auditing, this 
little volume contains quite a number of forms in the shape of specimen 
accounts of various concerns, such as Banks, Building Societies, Gas Com- 
panies, Insurance Companies, Brewery Companies, Mining Companies, etc. 


CORPORATE FINANCE AND ACCOUNTING, by Harry C. Bentley, C. P. 
A., Legal Notes by Thomas Connyngton. New York, 1908. 525 
pages. Price $4. 

The book treats of corporate finances and securities; the corporate 
books of account; reports; negotiable instruments; and the powers, duties 
and relations of the corporation treasurer. 

While the term Accounting is prefixed to the title of the book, it is 
hardly justified. Out of its 525 pages, not more than about 140 pages are 
devoted to Accounting proper. The forms given are of little help inasmuch 
as they are in such miniature form as to be hardly distinguishable. 

The two points mentioned do not, however, reduce the value of the 
book. A reader will find in it a good deal of reliable information, and, 
what is important, will find it arranged for ready reference. 

The part treating of “ Negotiable Instruments” is admirably arranged 
and classified for study as well as for reference, and will be found useful 
not only to students of accountancy or to professional accountants, but to 
business men as well. 

The various duties and responsibilities of corporate officers are well 
described and the description is in clear and untechnical language and in 
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practical form, very desirable for corporation officers. The manifold 
definitions pertaining to corporate securities, accounting, etc., are. all 
treated in accordance with modern principles. 

To sum up: The author is right in his statement that this book is “ A 
reasonably complete manual for the use of the corporation treasurer and 
for all others interested in corporate finance and accounting.” 

Leo GREENDLINGER. 


THEORY OF DOUBLE ENTRY BOOKKEEPING, by C. M.Van Cleve. New 

York, 1907. 59 pages. Gratis. 

In this little pamphlet the author attempts to explain the underlying 
principles of the relation of accounts in the double entry system of book- 
keeping. The substance of the author’s theory, as we understand it, is 
that the owner’s (proprietor’s) account should be used in connection with 
each transaction. A cash sale of merchandise when recorded, Cash to 
Merchandise, is incomplete. It would, according to the author’s reason- 
ing, be more correct to have it read:~Cash to Owners, and also, at the 
same time, Merchandise to Owners. In other words, he would debit and 
credit the proprietor’s account in connection with each respective transac- 
tion. Though it seems to us doubtful whether Mr. Van Cleve’s explana- 
tions would be accepted by most skilled accountants without adverse criti- 
cism, yet his sincerity of purpose is evident, and his attempt to find a 
new basis for double entry accounts deserves due credit. 





A C. P. A. Law in Ohio. 


The Ohio Assembly passed on April 30, a “ Bill to Establish an Ohio 
State Board of Accountancy for the Regulation of the Practice of the 
Profession of Public Accounting.” The bill is substantially in the model 
form approved by The American Association of Public Accountants. 
Examinations are prescribed in the usual four subjects, “Theory of 
Accounts,” “ Practical Accounting,” “Auditing” and “Commercial Law 
as Affecting Accountancy.” The reciprocity clause is as follows: 


Section 6. Any person who is a citizen of the United States or has 
declared his intention of becoming such citizen, over twenty-one (21) 
years of age, of good moral character, and who has complied with the 
rules and regulations of the board, and who holds a valid and unrevoked 
certificate as a certified public accountant issued by or under the authority 
of any other state, or of the United States or the District of Columbia, or 
any territory of the United States, or by or under the authority of a 
foreign nation when the board shall be satisfied that their standards and 
requirements for a certificate as a certified public accountant are substan- 
tially equivalent to those established by this act, shall receive from the 
board a certificate as a “ certified public accountant,” and such person may 
thereafter practice as a certified public accountant and assume and use the 
name, title and style of “certified public accountant” or any abbreviation 
or abbreviations thereof, in the state of Ohio. 
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Current Magazine Articles. 


The periodical literature of business is enormous in volume, but not impressive in 
quality. Too much of it is mere gossip or disguised advertising or superficial re- 
hash of what sensible business men already know. But among the chaff there are 
always a few grains of wheat which ought not to be allowed to go to waste. It is 
the purpose of this department to pick out and summarize some of the articles that 
are worth attention. As no one man could possibly cover the whole field, the editor 
will be grateful to any one who will take the trouble to call his attention to articles 
that have been found useful. 


Who is responsible for the Crisis of 1907? 


Professor A. Piatt Andrew of Harvard in the April number of the 
Bankers’ Magazine gives his conception of the causes of the late crisis. 

Secretaries of the United States Treasury previous to Messrs. Gage and 
Shaw, he states, had used the national banks as depositories only in excep- 
tional cases and had regarded the Federal Treasury and Sub-Treasuries 
as the normal custodians of the national funds. It was not until the 
administration of Secretary Gage that the Treasury’s policy was influenced 
by the rate of interest prevailing in the financial centers, and by the 
condition of the stock market. In 1898 the Government deposits with the 
banks rose from $29,000,000 to $95,000,000, and, again in 1899, to $111,000,- 
000, which was almost double the maximum reached under any previous 
Secretary. 

The change in policy foreshadowed and initiated by Secretary Gage 
became a full-fledged reality with Secretary Shaw. The independent 
Treasury system became practically extinct. Mr. Shaw apparently could 
conceive of but three evils in the financial world: high interest rates, a 
decline in the prices of stocks, and a contraction of credit; but these evils, 
in. his opinion, were so serious that they were to be corrected at whatever 
cost. 

In 1902, he went so far as to offer to accept other than Government 
bonds as security for deposits of public money, in the hope that he could 
stimulate an enlargement of the public deposits and of the note issues at 
the same time. Also he made cash reserves against the holdings of public 
funds in depository banks unnecessary. 


He then announced that he would deposit Government money with any 
bank which engaged to import gold, so that interest would not be lost in 
transit. The effect of this policy has been a constantly expanding banking 
credit. Nearly a billion dollars was added to our supply of gold and about 
three hundred millions to our bank circulation. A considerable part of 
the increase passed into bank reserves and naturally formed a basis for 
enlarged credit. The community’s credit, as registered in bank deposits, 
had increased far more rapidly than the money supply. 

One of the reasons for this anomalous condition unquestionably was 
that Mr. Gage and Mr. Shaw had for the greater part of ten years resisted, 
with all the vast resources of the Government Treasury, the natural 
tendency of interest rates to follow the rising level of prices. They had, 
in fact, succeeded in keeping the money rate of interest below the rate 
which would have been “normal” or “natural” with a depreciating cur- 
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sency. They had helped to raise the tower of credit to a tottering height, 
and the slightest agitation of any sort was sure to bring collapse. 


Secretary Cortelyou, in Professor Andrews’ phrase, “ out-shawed Shaw.” 
The policy inaugurated by Secretaries Gage and Shaw was of necessity 
carried on by Cortelyou. The fiduciary structure fostered by his pre- 
decessors began to waver and the only remedy consisted of stronger doses 
of the same medicine. 

Such is the story of the Treasury’s decade of paternalism. Beginning 
modestly under Secretary Gage, it developed flamboyantly under Secretary 
Shaw, and has reached its logical and helpless end under Secretary Cor- 
telyou. The completed record of these ten years shows very clearly the 


importance for the future of again divorcing the Treasury from the 
money market. 





Standardizing Purchases. 


In a paper read before the New York Railroad Club and printed in the 
Railroad Gazette for May 1, 1908, Mr. W. V. S. Thorne, Director of Pur- 
chases of the Union Pacific System and the Southern Pacific Company, 
explains how the Harriman railroads buy their materials. As a study in 
systematic economy the paper is well worth careful reading. Mr. Thorne 
says: 


The company . . . realized the importance of selecting definite, 
uniform standards of the best practicable designs for many articles used 
in large quantities by the different departments. In numerous conferences, 
the chief officials of each department have recommended exactly what 
many of these standards should be. Decisions have been made after con- 
sidering the advantages from a mechanical and practical as well as from 
a commercial point of view after opportunity has been given for argu- 
ment or suggestions from many experienced and technical men, who have 
used or manufactured the devices or material in question. When formally 
approved by the Director of Maintenance and Operation, they have thus 
been adopted as common standards for all the associated lines. 

This method has been found to work most satisfactorily in practice 
and without too much red tape to be objectionable. 

Some advantages of this system to the purchasing department are as 
follows: The variety of similar articles to be purchased is reduced to a 
minimum. Many standards for all the associated lines being uniform, 
stocks of material carried on hand at different points are interchangeable 
to a much greater extent than formerly, and in case of emergency material 
can be drawn with little delay from other than the usual store houses, 
thereby avoiding the necessity of carrying as much on hand as formerly. 

When competing manufacturers are furnished with carefully prepared 
specifications, and the necessary drawings also showing exactly what is 
wanted, they are then able to figure the closest prices they can afford to 
name without having to make any allowances for uncertainties. In 
designing all types of common standard freight cars the principle was 
strictly adhered to of using identically the same parts in different types 
of cars wherever suitable, in order to minimize variety and to have as 
many parts as possible interchangeable. This plan is not only of great 
advantage to the railroad companies from a maintenance point of view, 
in facilitating the making of repairs without delay, but it also lessens 
the variety, amount, and value of material necessary to carry in stock. 
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Correspondence. 
To the Editor: 


The successful public accountant, in the practice of his profession, is 
not and can not be confined to a limited area or a certain State. He has 
clients in all of the States and must serve them wherever they are. 

Members of the profession have banded themselves together in their 
respective States and by hard work, perseverance, the loss of their own 
valuable time, not to speak of the necessary expenses incurred, have 
succeeded in a number of States in having C. P. A. laws passed. These 
laws, while aiming for the same result, differ in some respects as to 
certain details. There seems to be a tendency to bar out Certified Public 
accountants of one State who wish to practice as such in another State, 
and for that reason I pointed out years ago the advisability of having a 
reciprocity clause inserted, or amendments to existing laws passed in the 
different States. 

At the time I was roundly scored by those who either were not broad- 
minded enough or who seemingly suffered from a case of exaggerated 
ego. Since then, I am glad to note, several States have embodied this 
clause in their C. P. A. laws, New Jersey having been the first one. This 
is a distinct step forward in the right direction. 

A number of attempts have been made to obtain federal recognition 
and, some years ago, that recognition would have come to the members 
of the accounting profession had they themselves given the necessary 
support. Conditions have changed somewhat since then and there appears 
to be now another way open for federal recognition under the present 
interpretation by Congress or the Federal Government of the Interstate 
Commerce clause in the constitution. The words, the right to “ regulate 
commerce among the States” have probably given rise to more doubt 
among statesmen, and to more construction by the courts, than any other 
phrase in the constitution. As to what the framers of this phrase meant 
by it, opinions differ greatly and we need not concern ourselves with 
that. , 

Under the present broad construction, Congress would have “ power to 
regulate, forbid or tax interstate commerce, * * * * * * that the 
word ‘commerce’ includes not only goods in transit but all articles, crops, 
or manufactures which may ultimately become the subject of such com- 
merce, and all instrumentalities of such commerce, physical or documen- 
tary, * * * * * * that the right to regulate further includes not 
only the regulation of the goods or articles, but of the persons who con- 
duct the commerce and hence of their charges or even their profits.” 

Under this broad construction of the power the control of nearly all 
the commercial affairs will be put into the hands of Congress or the 
Federal Government and if the case of the professional accountant is 
properly presented and supported, he too is bound to receive Federal 
recognition. 

Yours very truly, 
Max TeicHMany, C. P. A. 
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Conducted by ALEXANDER MCCLINCHIE, of the New York Bar. 


The purpose of this department is to present from month to month short, critica 
summaries of recent decisions, which affect accountants, and to furnish accurate 
information on legal questions. Inquiries from our readers will be welcome and 
will receive prompt attention. 





Notes of Recent Cases. 


Myers vs. Sturces, 123 N. Y. App. Div., 470.—Although it is undoubted 
law that in the absence of special provisions a corporation cannot recover 
the full amount on subscriptions to its stock unless the entire capital has 
been subscribed, a different rule obtains where the assessment is levied to 
cover the cost of organization. The rule as stated is unfounded in principle, 
however, and the court seems to have been influenced by an older case, 
which can be easily distinguished from the present case. In the earlier case 
special provisions in the charter were noticed by the court to justify their 
decision. In that case payment of the assessments before all the stock was 
subscribed for was enforced because of a special contract contained in the 
charter and not because of any principle of law. 

Insurance: In the case of Hipp vs. Fiverity Mut. L. Ins. Co., Georgia, 
it was held that the fact that at the time when a provision note fell due 
the insured was sick and unable to attend to business, and so remained 
until he died, is no defense against a forfeiture of the policy for non-pay- 
ment in accordance with the express terms contained in the policy and in 
the premium note. 

In GERMANIA Fire Ins. Co. vs. WERNER (12 L. B. A., 456) the court 
held that the right to recover on a fire insurance policy for loss which 
occurred while the building was vacant, of which fact the insurance com- 
pany had no knowledge is denied when the policy provides that, if the build- 
ing shall become vacant, unoccupied or uninhabited without the consent of 
the insurer, the policy shall be void. 

Chattel Mortgage—In NATIGNAL BANK OF COMMERCE VS. Jones (12 L. 
R. A., 310) it was held that the lien of a prior valid recorded chattel mort- 
gage takes precedence over the subsequently acquired lien of a livery- 
stable keeper upon animals placed in his charge, unless the animals were 
delivered to the livery-stable keeper to be kept and cared for by him with 
the consent of the mortgagee of record. 

Brokers’ Fees: Bowe vs. Gace (12 L. R. A., 265).—An owner of 
certain property agreed to pay a broker a certain fee if he would sell some 
property at a certain price. The broker obtained for him an offer at a 
slightly lower figure. The owner informed him that he would keep the 
property himself and settle with the broker for a nominal consideration. 
After this he negotiated a sale of the property with the same customer for 
a sum, greater than the amount stipulated. The court held that in this 
case the owner is liable for the sum promised the broker. 
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Carriers—Marks on goods.—Hanwna vs. Pitt & Scott (121 App. Div., 
420). The Steamship Line were deceived by the marking on certain 
goods, which were by mistake or through intention marked 9,000 Ibs. 
instead of 19,000 Ibs., the true weight, and the planks prepared for the land- 
ing of the goods gave way, injuring one of the crew. The Steamship Com- 
pany was compelled to pay damages and brought suit against the owner 
of the goods. Judge Hooker held that “no duty rested upon the defendant 
to declare the weight, inasmuch as the carrier might readily have 
determined it.” 

The rule appears to be that the consignor is only liable for statements 
concerning the nature and character of the goods shipped, such as a 
statement that they are or are not explosives. 





Rights to Corporate Name. 


The value of no kind of property has in recent years increased in value 
more rapidly than the names of corporations. A corporation spends 
enormous sums in advertising a certain product and familiarizing the 
public with illustrations on which are stamped the trade name. The 
result is that these names often become household words and are tore 
valuable to the corporation than any other asset. 

The exclusive right of a corporation to its name has been the subject 
of much litigation in recent years. Blackwell’s Durham Tobacco Co. 
attempted to restrain by injunction the American Tobacco Co. from using 
its corporate name. The court refused to grant the injunction on the 
grounds that a domestic corporation does not acquire by the adoption of a 
corporate name the exclusive right to use the same and it has no property 
right in the name such as will be protected by injunction. 

Courts in settling the question of the right to a corporate name have 
reasoned from the analogous case of trade-marks, and have uniformly 
decided that usage only is to be considered in determining the rights to a 
corporate name. This brings up the ever recurring question, what is a 
sufficient user, over which courts and juries have wrangled for years. 
Although usage is considered chiefly in determining the ownership of 
corporate names, yet the courts have recognized that priority in the name 
of the corporation gives some advantage. 

Where one litigant is a foreign and the other a domestic corporation the 
public policy of the states dictates that the domestic corporation is to be 
protected as far as possible. The principle of public policy is carried so 
far in some states that a foreign corporation has no standing in domestic 
courts. If the court feels itself bound by the rigid rule of law, perhaps the 
best way to further the public policy of the state would be to pass a 
statute prohibiting a foreign corporation from doing business in a state 
under a name the same as or similar to one by which a domestic corpora- 
tion has been chartered and giving to the domestic corporation a right to 
injunction in accordance with the statute. 
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Conpuctep sy Leo GrEENDLINGER, B. C. S. 


Criticism and exchange of ideas will clear many a doubt and at the same time improve 
shortcomings. To solve, compare, and criticise C. P. A. problems, and thereby to aid in 
bringing about a uniform American standard for C. P. A. examinations, is the object of this 
department. With the aid of suggestions and criticism from the professional brethren, it 
can undoubtedly be achieved. Inquiries will be cheerfully answered. 





Following are the third problems in Practical Accounting, set by the 
State Boards of Accountancy of the States of New York and IIlinois, 
respectively, in the 1903 examinations, with solutions: 


NEW YORK, JUNE 23, 1903. 


John Doe died January 15, 1901, leaving a small estate, and in his will Q\ 
made Richard Roe his executor. The will provided that a legacy of $5,000 
should be paid to Mary Doe, sister of the testator, and that the residuary 
a should go to the testator’s wife and two daughters, share and share 
alike. 

The estate consisted of the following: 


Cash in the Dime Savings Bank................... $348.50 
One month’s salary (due the testator from his 
COI. ai. ib 34 INERER RI TR So 250.00 
10 Union Pacific R. R. Co’s. first mortgage 5 per cent. 
gold bonds of $1,000 each...............00eeeees 10,000.00 
One first income bond, Central R. R. of Georgia.... 1,000.00 
Demand note of John Smith...................005. 100.00 


At his death the testator owed two months’ 
ME cn. is dtbte <clinide bozeha coh Siete BE eK $50.00 
Acker, Merrall & Condit, household supplies.. 81.50 


The appraiser appointed by the Surrogate inventoried all securities and 
accounts due the estate at their face value. 

The executor received $348.50 from the Dime Savings Bank, with 
$14.25 interest. He sold the Union Pacific bonds at 102 and two months’ 
interest, the Central of Georgia income bond for $875 flat, and paid M. J. 
Senior, undertaker, $541 for funeral expenses; Arnold, Constable & Co., 
$185 for mourning apparel of widow and children. He also paid for legal 
and other expenses incidental to the probating of the will, $125. John 
Smith was bankrupt, and his note proved to be worthless. The executor 
deducted his commission and distributed the funds of the estate according 
to the terms of the will. 

From the above statement of facts prepare (a) the executor’s inventory 
of the estate, (b) the executor’s summary statement and schedule for 
presentation to the surrogate’s court in final accounting, (c) a statement 
of the account of commissions to which the executor was entitled, (d) a 
statement of the amounts paid to each beneficiary. 





ILLINOIS, NOVEMBER 2 AND 3, 1903. 


Brown and Jones begin a partnership business January 1, 1902. At the 
time of closing the books, December 31, 1902, an examination of the 
account revealed the following: 
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January 1, Brown paid in...........cccccccccccces $9,000.00 
May 1, ” MSE aera edie kite eetaanie + 2,400.00 
June 1, Oe ee oe dial oe aca e 1,800.00 
September 1, “ ° Gebeltibe tis nceesbenccts 2,000.00 
October 1, gh EE eee 800.00 
ED ty cnn dindbevecnecetdacsees 3,000.00 
March 1, il WELD + noses sah bonnedaemes 1,600.00 
May 1, ee aE OEE EE TET - 1,200.00 
June 1, a. ET i Ee - 1,500.00 
October 1, “ A ed ia iin ee aa nile acida i il 3,000.00 


Their Merchandise Account was Dr. $32,000, Cr. $27,000. Balance 
of Merchandise on hand per inventory, $10,500. Cash on hand, $4,900. 
Bills Receivable, $12,400. Chas. Green owes on account $250; F. Draper 
owes $700; Wm. Clark owes $650; F. Hart owes $850. They owe on their 
notes $1,890. They owe A. Reed on account $240; owe C. Smith $500; owe 
A. Clark $100. Their Profit and Loss Account shows before closing, 
entries, Dr. $866; Cr. $1,520; Expense Account is debited $2,520. Com- 
mission Account is Cr. $2,760; Interest is debited $480; Cr. $050. The 
gain or loss is to be divided in proportion to each partner’s capital, and 
in proportion to the time it was invested. 

Prepare (1) Asset and Liability Statement; (2) Merchandise Account 
closed; (3) Profit and Loss Account closed; (4) each partner’s account 
closed; (5) Balance Sheet. 





SOLUTION. 
Statement of the Inventory of the executor of the estate of John Doe, 
who died January 15, 1901. 


Cash in Dime Savings Bank.................000- $348.50 
te SN I dsccnctactssdanadenetanbians 250.00 
10 shares Union Pacific R. R. first 5 per cent Gold 
SD: WIS ha hens ede neice nees>e<adaees 10,000.00 
1 Income Bond Central R. R. of Ga.............. 1,000.00 
Notes Receivable (John Smith).................. 100.00 
(1) Sales: Scnepute A. $11,698.50 
10 U. P. R. R. bonds at 102.......... $10,200.00 
t Income Bond of C. R. R. of Ga.... 875.00 
(2) Debts collected: $11,075.00 
Dime Savings Bank................. $348.50 
Sy MD ncnccadenasecesscscs 250.00 
(3) Interest collected: 598.50 
On deposit in Dime Savings Bank... $14.25 
On U. P. Gold Bonds 2 months at 5 
SOF CONE, occccscciedaeeceencees 83.33 
Se 97.50 
$11,771.08 
ScHEDuLE B. 


Uncollected Debts: 
Demand note of John Smith.............c0eeceeeeees $100.00 
Uncollected as the same is bankrupt. 
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SCHEDULE C. 
Expenses : 
M. J. Senior, for funeral expenses.... $541.00 
Legal and probating expenses 


ScHEDULE D. 
Creditors’ claims: 


Acker, Merrall & Condit 


ScHEDULE E. 
Payments to legatees : 

Advances to widow and daughters by 
paying their bills at Arnold, Con- 
stable & Co 

Mary Doe, sister of deceased 

Widow 1/3 of remainder, in accord- 
ance with the will 

Daughter 1/3 of remainder, in accord- 
ance with the will 

Daughter 1/3 of remainder, in accord- 
ance with the will 

$10,665.87 


ScHEDULE F. 


Names and addresses of legatees omitted, as they are not given in the 
problem. 
ScHEDULE G. 


Richard Doe, executor, for commission 


$11,771.08 


STATEMENT OF EXxeEcuTor’s COMMISSION. 


Inventory 
Net increase 
$11,771.08 

5 per cent commission on 

first $1,000— 
2% per cent. commission on 

first $10,000= 
I per cent. commission on 

balance $771.08—= 
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SUMMARY STATEMENT OF THE EXECUTOR OF THE ESTATE 
OF JOHN DOE, WHO DIED JANUARY 15, 1901. 


I, Richard Doe, executor, charge myself, as follows: 





With amount of Inventory... .............ceeeeees $11,698.50 
With net increase, as shown by Schedule A....... 72.58 
$11,771.08 

I credit myself, as follows: 
With expenses, as per schedule C................. $666.00 
With payments to creditors, as per schedule D..... 131.50 


With advances and final payments made to legatees 
in accordance with the will as per schedule E... 10,665.87 


With commissions deducted by myself............ 307.71 
$11,771.08 
STATEMENT OF PAYMENTS MADE TO BENEFICIARIES. 

Mary Doe, sister of deceased........... $5,000.00 
Widow 1/3 of the remainder............ 1,888.62 
Daughter 1/3 of the remainder.......... 1,888.62 
Daughter 1/3 of the remainder......... 1,888.63 
$10,665.87 


(This problem can also be solved by the Charge and Discharge method 
as adopted in many States; this one, however, is solved in accordance with 
the requirements of the Surrogates, in the County of New York.) 





STATEMENT OF ASSETS AND LIABILITIES OF THE FIRM OF 
BROWN & JONES, DECEMBER 31, 1902. 


ASSETS. LIABILITIES. 
Ce G8 BE, cccccc csc $4,900 Notes Payable .......... $1,890 
Bills Receivable.......... 12,400 Accounts Payable: 
Accounts Receivable : . ae $240 
Chas. Green .... $250 if “Cae 500 
F. Draper ..... 700 ie- peer 100 
Wm. Clark .... 650 — $840 
Ws Pe. seadocs 850 Notes Receivable Dis- 
— $2,450 ROUTINE chgksasdevececa 7,556 
Merchandise Inventory .. 10,500 
MERCHANDISE ACCOUNT. 
Dr. 
. To Purchases, Cr. 
OR. ocanvetcc dauetar ee. ee By Sales, etc... $27,000.00 
Dec. 31 To Profit and Dec. 31 By Inventory .. 10,500.00 
SE dbeshhasesadese 5,500.00 a 
—— $37,500.00 








C. P. A. Question Department. 


PROFIT AND LOSS ACCOUNT. 


Dr. 


To Sundries... 

Dec. 31 To Expense... 
Dec. 31 To Brown’s 
share of net profits.. 
Dec. 31 To Jones’ 
share of net profits... 


$866.00 


2,520.00 
5,386.43 
1,477.57 


$10,250.00 


Cr. 


By Sundries... $1,520.00 
Dec. 31 By Commission 2,760.00 
Dec. 31 By Merchandise 5,500.00 
Dec. 31 By Interest... 470.00 


$10,250.00 


BROWN’S CAPITAL ACCOUNT. 


Dr. 

1902. 

June 1, 
drawals 

Sept. 1, 


drawals ,000.00 


2,000. 
Dec. 31, To Balance... 13,786.43 


$17,586.4 


Cr. 
1902. 
Jan. 1, By Investment. $9,000.00 
May 1, By Investment. 2,400.00 
Oct. 1, By Investment. 800.00 
Dec. 31, By share of 
5,386.43 


$17,586.43 


1903. 
Ja. 1, By Balance $13,786.43 


JONES’ CAPITAL ACCOUNT. 


Dr. 


1902. 
March 1, 
drawals 
May 1, 
drawals 1,200.00 
Dec. 31, To Balance... 6,177.57 


$8,977.57 


Cr. 
1902. 
Jan. 1, By Investment. $3,000.00 
June 1, By Investment. 1,500.00 
Oct. 1, By Investment. 3,000.00 
Dec. 31, By share of 
1,477.57 


$8,977.57 


1903. 
Jan. 1, By Balance.... $6,177.57 


DECEMBER 31, 1902. 
BALANCE SHEET OF THE FIRM OF BROWN & JONES, 


ASSETS. 
Cash on hand 
Bills Receivable $12,400 
Accounts 
ceivable 2,450 
$14,850.00 
Merchandise Inventory 10,500.00 


$30,250.00 


LIABILITIES. 
Notes Payable.. $1,890 
Accounts 


$2,730.00 
Notes Receivable Dis- 
counted 
Capital: 
Brown ... $13,786.43 
Jones .... 6,177.57 


7,556.00 


19,964.00 
$30,250.00 














The Journal of Accountancy. 


COMMENTS. 


The two problems, if taken as representatives, disclose the difference 
in standard of requirements of the respective boards, in 1903. 

The only comments worth making on the New York problem is that the 
data furnished in the problem are rather incomplete for an intelligent 
solution of the questions asked. 

With regard to the make up of the Illinois problem, we notice that the 
Board asks us to keep the old traditional Merchandise Account. They 
further show all facts agglomerated and not properly classified. The prob- 
lem is rather of a bookkeeping than of an accounting nature, and the 
information given is not only incomplete, but misleading. 

With regard to solutions: 

In solving the New York problem, the principles and forms, as sug- 
gested by Prof. Hardcastle in his Accounts of Executors and Trustees 
were observed. 

In the solution of the Illinois problem the exact answers, as they are 
required by the Board, are given, although some of them are rather super- 
fluous; viz.: There is no necessity for both a Statement of Assets and 
Liabilities and a Balance Sheet. 

The profits and losses were distributed according to the capital invested 
and the time that such capital was employed, using the average method. 
On another page of THe Journat the reader will find such rules worked 
out in detail. 

The item of Notes Receivable Discounted was arrived at by an analysis 
and verification of the Cash Balance, as given. Unless there were some 
other Cash Receipts, in addition to those mentioned, there would be a 
debit instead of a credit balance, which is hardly possible. It must follow 
that some of the Notes Receivable were discounted, a sufficient amount 
($7,556) to prove the balance shown in the problem. 





New York State Society Meeting. 


The annual meeting of the New York State Society was held at the 
Waldorf-Astoria Hotel on Monday evening, May 11, when the following 
officers were unanimously elected: President, John R. Loomis; first vice- 
president, Henry R. M. Cook; second vice-president, Edward L. Suffern; 
secretary, Samuel D. Patterson; treasurer, William F. Weiss; directors, 
Franklin Allen, Francis R. Clair, E. Y. Gallaher, Duncan MacInnes, H. A. 
Niles, E. W. Sells, Leon Brummer, Hamilton S. Corwin, Francis Gotts- 
berger, Leon O. Fisher, Alfred Rose, Charles E. Sprague. 

The under-named gentlemen were appointed as a committee to make 
the necessary arrangements for holding the reception to be tendered to 
the members, delegates, visitors and friends of The American Association 
of Public Accountants at the Marlborough-Blenheim Hotel, Atlantic City, 
N. J., on the evening of October 21, 1908: J. R. Loomis, William F. Weiss, 
C. F. Ludlam, Francis How, Franklin Allen, Francis Gottsberger, A. W. 
Teele, Samuel D. Patterson, Leon Brummer. 
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